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SECTION  XXIV. 

THE  ADMINISTRATION  OF  THE  OFFICE. 

THE  arrangement  of  the  office  is  dependent  to  a  great 
extent  upon  its  size  and  character.  The  head  office 
of  a  large  bank  in  the  City  of  London,  or  one  of  the  more 
important  provincial  towns,  will  usually  find  it  necessary 
to  allot  a  separate  room,  or  set  of  rooms,  to  each  of  the 
more  important  departments.  For  instance,  the  main 
office  will  contain,  besides  the  main  counter,  divided 
between  the  paying  cashiers  and  the  receiving  cashiers,  a 
country  department,  for  the  transaction  of  business  con- 
nected with  the  customers  of  the  bank's  branches  or 
country  correspondents,  and  a  pass-book  department.  In 
close  proximity  will  be  the  security  office  for  the  deposit 
and  withdrawal  of  security  for  advances,  the  lodgment  of 
securities  for  safe  custody,  the  purchase  and  sale  of  stocks 
and  shares  for  customers,  and  the  collection  of  coupons; 
the  bill  office,  where  all  business  with  regard  to  bills  of 
exchange  is  transacted;  the  inquiry  office,  where  replies 
are  given  to  inquiries   made  by  other  banks  as  to  the 
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standing  and  respectability  of  the  bank's  customers;  and 
the  bank  parlour,  or  general  manager's  office,  where  the 
bank's  customers  can  consult  the  partner  or  manager  on 
those  more  important  matters  which  require  the  latter's 
personal  attention.  These  are  the  more  public  of  the  bank's 
departments,  and  though  their  position  must  be  determined 
to  some  extent  by  the  amount  of  space  at  the  bank's  dis- 
posal, they  should  be  easy  of  access  from  the  main  office. 

Upstairs  will  usually  be  found  those  departments  which 
are  not  in  such  close  contact  with  the  customers  of  the 
bank;  the  transfer  office,  where  the  shares  of  the  bank,  if 
it  is  a  joint-stock  company,  can  be  registered  and  trans- 
ferred and  the  dividends  forwarded  to  the  proper  quarters; 
the  inspector's  office,  from  which  the  work  of  the  branches 
is  superintended  and  to  which  the  care  of  the  bank  staff 
is  usually  intrusted;  the  chief  accountant's  office,  from 
which  the  bank's  system  of  book-keeping  is  controlled;  the 
town  and  country  clearing  offices,  if  it  should  be  a  clear- 
ing bank;  the  bullion  office,  and  other  departments  accord- 
ing to  the  size  and  the  methods  of  organization  of  the 
individual  bank. 

The  organization  of  the  main  office  is  usually  controlled 
by  the  chief  clerk,  and  the  degree  of  smoothness  with 
which  the  work  of  the  office  is  transacted  is  largely  de- 
pendent on  his  ability.  The  task  of  properly  managing  a 
staff  of  maybe  some  hundreds  of  clerks  is  no  light  one, 
and  besides  needing  considerable  administrative  ability,  it 
calls  both  for  firmness  and  for  tact  in  dealing  with  men. 
The  work  of  the  office  requires  to  be  so  distributed  that 
the  least  possible  time  is  wasted,  and  each  clerk  fully 
occupied  during  the  whole  day.  But  however  good  the 
organization,  it  constantly  happens  that  extra  pressure 
occurs  in  some  quarter  which  will  necessitate  clerks  being 
drafted  from  some  other  part  of  the  office  where  the  work 


PRACTICE  OF   BANKING.  9 

is  slacker.  In  busy  seasons,  too,  some  department  or  other 
of  the  office  will  be  sure  to  require  clerks  for  working  after 
the  usual  hours  in  order  to  clear  up  arrears  of  work.  It  is 
therefore  evident  that  to  avoid  friction  and  to  obtain  the 
greatest  amount  of  work  from  each  clerk  is  not  always  an 
easy  matter.  A  well-known  banker  recently  stated  that 
he  had  no  room  for  dissatisfied  men  in  his  office.  If  they 
were  not  reasonably  content  they  had  better  go.  If  his 
bank  contained  no  dissatisfied  men  he  was  perhaps  for- 
tunate beyond  the  lot  of  most  bankers;  but  whether  this 
be  so  or  not,  the  reason  for  his  statement  will  be  widely 
appreciated.  It  is  easy  to  force  men  to  work,  but  the  value 
of  the  work  so  obtained  is  far  less  than  that  of  services 
readily  and  cheerfully  given ;  and  the  chief  clerk  who  can 
not  only  exact  obedience,  but  can  inspire  confidence  in,  and 
be  met  with  the  ungrudging  acquiescence  of,  his  subor- 
dinates, is  the  man  best  qualified,  from  every  point  of  view, 
for  the  office. 

In  a  branch  bank  the  organization  of  the  office  is  of 
course  a  simpler  matter.  As  a  rule  the  whole  staff  will  be 
accommodated  in  one  office.  This  is  generally  so  arranged 
that  the  cashiers  are  in  close  touch  with  the  ledger  keepers, 
so  that  a  doubtful  cheque  can  be  referred  to  the  latter  by 
the  former  as  unobtrusively  as  possible,  to  avoid  giving 
unnecessary  offence  to  the  customer,  should  he  be  present 
in  person.  As  a  rule,  in  branch  banks  no  distinction  is 
drawn  between  paying  and  receiving  cashiers.  Another 
difference  is,  that  while  in  the  City  of  London  it  is  an 
almost  universal  custom  to  have  a  grille  or  open  screen 
on  the  public  side  of  the  counter  to  prevent  pilfering  or 
snatching,  in  suburban  and  country  offices  this  is  usually 
absent. 

A  bank  was  at  one  time,  not  very  distant  from  the 
present,  considered  a  harbour  of  refuge  for  the  young  man 
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who  did  not  care  to  face  the  rough-and-tumble  of  ordinary 
commercial  life,  and  who  lacked  the  means  or  the  oppor- 
tunity of  entering  one  of  the  learned  professions.  The 
duties  were  light,  the  prospect  was  certain  if  not  brilliant, 
and  the  stigma  which  at  one  time  attached  to  trade  was 
avoided.  But  times  have  considerably  changed  since  then. 
In  country  districts  the  conditions  of  work  are  certainly  still 
much  the  same  as  they  were ;  but  the  man  who  enters  a  bank 
with  the  idea  of  sauntering  along  with  the  minimum  of 
exertion  to  the  inevitable  managership  in  early  middle  age, 
will  probably  soon  suffer  a  rude  awakening.  In  London 
and  all  the  large  towns  a  junior  bank  clerk  will  have  to 
work  hard  for  years,  in  all  probability  very  hard.  He  will 
find  competition  for  the  higher  posts  severe,  and  probably 
notwithstanding  all  his  efforts,  progress  will  be  grievously 
slow.  The  days  when  banks  rapidly  expanded,  and  new 
posts  of  responsibility  were  constantly  created,  is  gone  for 
ever.  The  country  is  covered  with  a  network  of  branches, 
aud  most  banks  have  approached  the  limit  of  expansion, 
except  by  the  process  of  absorbing  other  banks,  in  which 
the  higher  posts  are  already  filled. 

Complaint  is  almost  universal  among  those  who  have 
adopted  banking  as  a  career,  of  the  terrible  slowness  of 
promotion  and  the  long  years  of  drudgery  in  subordinate 
positions.  Yet  it  is  hard  to  see  how  any  improvement  can 
be  expected,  except  at  the  expense  of  the  less  able  of  the 
staff,  and  to  the  ambitious  man  who  wishes  quickly  to 
carve  out  a  career  for  himself  without  the  tax  on  his 
patience  entailed  by  gradual  progression  up  the  ladder  of 
promotion,  the  best  advice  is,  to  leave  banking  and  pursue 
some  calling  where  the  greater  risk  of  absolute  failure  is 
compensated  by  a  possibility  of  a  more  rapid  rise.  Any  one 
contemplating  a  career  in  a  bank  would  be  wise  to  re- 
tnember  that  bank   clerks   enjoy  fixity  of   tenure   to  an 
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unusual  degree,  and  that  this  is  seldom  eo-existent  with 
quiet  progress.  Except  in  cases  of  culpable  negligence, 
ill-health,  or  very  abnormal  circumstances,  a  bank  clerk's 
appointment  lasts  for  his  working  life,  with,  as  a  rule,  the 
certainty  of  a  pension  at  the  end,  and  men  who  have 
worked  for  long  with  such  a  prospect  in  view  are  perhaps 
rather  apt  to  lose  sight  of  its  value,  and  to  fail  to  estimate 
properly  the  disadvantage  under  which  men  in  other  walks 
of  life  labour,  in  not  knowing  whether  the  near  future  may 
bring  brilliant  success  or  absolute  failure. 

But  not  only  is  promotion  becoming  increasingly  slow  in 
banks,  it  is  also  becoming  evident  that  only  a  proportion 
of  the  men  who  enter  the  service  of  a  bank  can  ever  hope 
to  reach  a  position  of  responsibility.  The  man  who  hopes 
to  rise  above  his  fellows  must  therefore,  besides  possessing 
a  large  stock  of  patience,  work  hard  and  neglect  no  oppor- 
tunity of  qualifying  himself  for  higher  posts.  Speaking 
generally,  brilliance  is  neither  required  nor  expected  from 
a  bank  clerk.  The  most  successful  man,  at  all  events  in 
the  lower  ranks  of  his  profession,  is  the  one  who  can  get 
through  a  lot  of  work  with  the  fewest  possible  mistakes. 
Thoroughness  is  the  first  thing  to  aim  at.  As  a  writer  in 
the  "  Bankers'  Magazine "  recently  very  aptly  put  the 
matter,  a  clerk's  work  must  be  done  "  thoroughly,  neatly  ? 
and  quickly,  not  quickly,  neatly,  and  thoroughly."  Much 
of  the  junior  clerk's  work  in  a  large  office  has  to  be  got 
through  at  very  high  pressure,  and  the  temptation  to  con- 
sider pace  as  the  chief  object  is  sometimes  great.  Espe- 
cially in  that  part  of  the  day's  routine  which  consists  in 
checking  the  work  of  other  clerks  is  it  fatally  easy  to  take 
things  for  granted  and  "  chance  "  an  error,  though  certain 
in  the  long  run  to  lead  to  trouble.  Even  when  the  work  is 
not  so  heavy,  mistakes  are  apt  to  occur  through  want  of 
thoroughness.    One's  attention  is  apt  to  wander  at  seasons 
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when  the  whole  of  one's  energy  is  not  needed  in  order  to 
cope  with  the  task  in  hand,  and  it  is  well  known  that  snch 
slack  days  are  especially  productive  of  mistakes.  The 
power  of  absolute  concentration  is  of  the  utmost  value  to 
a  bank  clerk,  and  should  be  trained  to  become  a  habit. 
When  this  habit  is  joined  to  the  power  of  rapidly  trans- 
ferring the  attention  from  one  task  to  another  without 
confusion  of  thought  or  loss  of  time,  the  individual  will 
be  found  to  be  well  on  the  road  to  qualification  for  any 
work  which  is  likely  to  be  intrusted  to  him. 

Clerks  are  usually  admitted  into  a  bank  about  the  age  of 
seventeen  in  the  country,  and  a  year  older  in  London,  the 
commencing  salary  in  the  first  case  being  from  <£40  to  =£60 
a  year,  and  in  the  latter  <£60  or  <£70.  Some  banks,  how- 
ever, take  clerks  for  their  country  branches  at  as  early 
an  age  as  fifteen  or  sixteen,  the  commencing  salary  being 
in  this  case  lower.  Each  successful  applicant  is  usually 
required  to  pass  an  entrance  examination  of  such  a  kind  as 
to  give  proof  of  a  proper  school  education,  or  to  produce  a 
certificate  from  some  recognized  examining  body,  and  he 
must  then  be  medically  certified  as  of  sound  constitution. 
He  will  then  have  to  provide  security  against  possible  loss 
to  the  bank  which  might  accrue  from  dishonesty  on  his 
part.  Many  of  the*  large  banks  have  a  guarantee  fund  of 
their  own  to  which  each  clerk  pays  an  annual  sum  aver- 
aging during  the  early  years  of  his  career  about  <£2  or  <£3. 
This  fund  is  liable  for  any  losses  incurred  by  defalcations 
up  to  the  amount  for  which  each  clerk  is  guaranteed,  usually 
J2500  for  junior  clerks  and  increasing  as  promotion  is  ob- 
tained. When  the  total  of  the  fund  reaches  a  certain  maxi- 
mum, any  excess  is  usually  transferred  each  year  to  the  staff 
superannuation  and  provident  fund,  so  that  in  contribut- 
ing to  the  fund  the  members  of  the  staff  have  the  satis- 
faction  of  feeling  that  they  are  helping  to  insure  their 


PKAGTICE  OF  BANKING.  7 

future  retiring  allowance.  If  the  bank  possesses  no  guar- 
antee fund,  the  clerk  will  probably  obtain  the  bond  of  one 
of  the  guarantee  societies  which  undertake  this  class  of  in- 
surance, and  will  pay  a  yearly  percentage  to  the  society, 
usually  about  10s.  per  cent,  of  the  amount  guaranteed. 
When  these  preliminaries  have  been  satisfactorily  settled, 
the  candidate  will  usually  be  appointed  as  a  probationer. 
This  stage  in  his  career  will  probably  last  for  three  or  six 
months,  during  which  period  he  may  receive  no  salary  at 
all,  or  at  a  lower  rate  than  that  which  he  will  receive  on 
the  ratification  of  his  appointment.  If  at  the  end  of  his 
probation  his  manager  reports  satisfactorily  upon  his  ability, 
he  will  be  then  duly  appointed  as  a  member  of  the  bank's 
staff. 

If  the  clerk  is  stationed  in  London  or  a  large  town,  he 
will  probably  find  the  hours  of  work  rather  long  for  the 
first  few  years.  In  this  respect  the  clerk  in  the  country 
town  will  have  a  big  advantage,  and  though  the  London 
men  are  paid  a  higher  salary,  it  is  doubtful  whether  the 
difference  is  sufficient  to  cover  the  extra  expenses  of  travel- 
ling, lunching  at  a  restaurant,  and  other  incidental  ex- 
penses. Nevertheless,  country  clerks  are  usually  eager  to 
obtain  the  opportunity  of  getting  to  London,  under  the 
impression  that  the  opportunities  of  promotion  are  greater. 
This  is  no  doubt  partly  true,  but  it  should  be  borne  in 
mind  that  there  are  far  greater  opportunities  in  a  country 
branch  of  obtaining  a  general  practical  knowledge  of  the 
work  of  a  bank.  A  capable  man  in  a  country  branch  will 
soon  find  the  means  of  understudying  men  in  a  higher 
position  than  his  own.  In  London  he  may  find  that  for 
years  he  has  neither  the  time  nor  the  opportunity  of  gain- 
ing any  experience  outside  his  own  corner  of  the  office,  and 
that  owing  to  the  minute  subdivision  of  the  work,  his 
knowledge  of  the  general  routine  as  a  whole  is  of  the 
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scantiest.  For  this  reason  the  young  clerk  should  welcome 
the  opportunity  of  moving  from  branch  to  branch,  irksome 
though  the  changes  may  be  from  a  personal  point  of  view. 
Very  few  branches  of  any  bank  have  exactly  the  same 
methods,  and  these  slight  differences  in  the  way  of  doing 
the  same  thing  are  of  the  greatest  value  in  stimulating 
interest  and  developing  a  wider  outlook.  There  is  always 
a  real  danger  in  a  bank  of  getting  into  a  groove,  of  per- 
forming the  daily  routine  in  a  merely  mechanical  way. 
Much  of  the  work  required  of  a  bank  clerk  during  his 
earlier  years  is  mere  drudgery,  and  the  constant  repetition 
of  the  same  task  sometimes  results  in  the  clerk  becoming 
not  only  quite  unfit,  but  even  quite  unwilling  to  undertake 
any  real  responsibility. 

There  is  one  aspect  of  a  junior  clerk's  career  which  gives 
rise  to  very  wide-spread  discontent — discontent  which  is  in 
many  cases  only  too  well  justified;  that  is  in  the  matter  of 
holidays.  For  the  first  ten  years  or  so  it  is  usual  to  grant 
a  fortnight's  holiday  each  year,  but  in  many  cases  these 
"  summer  "  holidays  will  have  to  be  taken  in  either  Feb- 
ruary or  November,  and  in  a  London  head  office  it  may  be 
ten  or  twelve  years  before  it  is  possible  to  approach  as  near 
the  real  summer  as,  say,  May.  As  most  of  the  young 
clerks  have  come  straight  from  the  comparative  freedom  of 
school,  or  have  even  enjoyed  a  year  or  so  of  complete  idle- 
ness, the  necessity  of  taking  their  only  holiday  in  the 
winter  every  year  is  naturally  trying,  more  especially  as, 
owing  to  the  nature  of  the  work  in  a  bank,  which  mostly 
admits  of  no  delay,  it  is  extremely  difficult  to  get  a  casual 
holiday  or  half-holiday.  A  few  London  banks  to  some  ex- 
tent obviate  the  difficulty  caused  by  the  impossibility  of 
sparing  more  than  a  limited  number  of  clerks  at  any  one 
time,  by  allowing  each  junior  clerk  to  take  one  annual 
holiday  out  of  every  three  in  the  summer  months,  and  this 
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is  an  example  which  might  with  advantage  be  followed  by 
other  l>anks. 

Most  banks  grant  their  clerks  a  yearly  increase  in  salary 
of  d£10  until  they  reach  from  .£150  to  £200  a  year,  with 
larger  increases  in  the  case  of  exceptional  merit.  After  the 
limit  just  mentioned  is  reached,  further  increases  in  salary 
usually  depend  upon  promotion.  Some  banks,  however, 
divide  their  staff  into  classes,  after  the  method  adopted  in 
certain  Government  offices.  Each  clerk  then  gets  a  regular 
rise  in  salary,  until  he  reaches  the  maximum  of  his  class. 
Any  further  increase  is  conditional  upon  his  promotion 
into  the  next  class. 

The  first  thing  which  every  bank  clerk  should  aim  at  is 
the  cultivation  of  a  legible  and  neat  style  of  handwriting, 
and  of  figure  formation.  It  is  perhaps  only  given  to  the 
few  to  be  able  to  write  really  well,  but  every  man  who  is 
physically  sound  can  with  care  and  perseverance  acquire  a 
legible  style  of  handwriting,  in  spite  of  the  fact  that  the 
great  pace  at  which  the  work  in  a  large  office  has  to  be 
done  is  very  destructive  of  good  writing.  Most  of  the 
higher  officials  in  banks,  whose  duty  it  is  to  manage  the 
staff,  know  the  great  difficulty  there  is  in  finding  men  who 
can  write  plainly,  and  when  it  is  remembered  that  in  the 
case  of  clerks  stationed  at  branches,  almost  the  only  direct 
knowledge  of  their  capabilities  which  their  head  office  pos- 
sesses, is  through  their  written  communications,  it  is  rather 
surprising  that  more  pains  are  not  taken  by  clerks  to  improve 
their  writing.  Just  as  important  is  it  that  figures  should 
be  plainly  written  and  placed  under  each  other  when  in 
columns  of  figures,  so  that  they  can  be  added  with  the  least 
chance  of  error.  In  case  a  wrong  figure  or  word  is  written 
down,  no  attempt  should  be  made  to  alter  the  figure  or 
write  another  on  the  top  of  it.  This  is  a  slovenly  and 
untidy  habit  which  is  much  too  often  indulged  in.    It  is 
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much  neater  to  draw  a  line  through  the  wrong  figure  or 
word  and  rewrite  it. 

Another  thing  which  the  young  clerk  will  find  out  after 
a  short  experience  is,  that,  however  much  work  he  has  to 
get  through  in  a  given  time,  there  is  a  pace  beyond  which 
he  cannot  safely  go,  and  that  to  attempt  to  exceed  that 
pace  will  inevitably  be  waste  of  time,  for  the  extra  time 
gained  will  not  compensate  for  the  time  spent  in  finding 
out  and  correcting  mistakes.  What  the  limit  of  speed  is 
will  of  course  vary  in  individual  instances,  but  each  man 
will  find  out  for  himself  how  fast  he  can  work  with  ac- 
curacy and  thoroughness. 

Another  piece  of  advice  which  may  be  given  to  the  young 
bank  clerk  is,  that  he  should  never  trust  to  his  memory. 
A  good  memory  is  an  excellent  servant  but  a  poor  master. 
Every  clerk  should  keep  a  rough  diary  or  a  letter  clip  for 
fastening  odd  sheets  of  paper  together,  and  when  he  receives 
an  instruction  to  do  something  at  a  future  time,  he  should 
immediately  make  a  written  memorandum  of  it.  To  trust 
to  one's  memory  entirely  is  only  to  unnecessarily  burden 
oneself,  besides  courting  the  risk  of  failure,  for  even  the 
best  memories  are  treacherous.  Moreover,  with  an  over- 
burdened memory  one  is  often  unable  to  give  that  con- 
centrated attention  to  the  immediate  work  on  hand  which 
is  so  necessary  to  success. 

The  junior  clerk  should  use  every  opportunity  of  becom- 
ing acquainted  with  the  work  of  the  men  immediately 
above  him  in  rank,  so  that  he  can  undertake  their  work  at 
a  moment's  notice  should  an  emergency  arise.  A  good 
opportunity  of  acquiring  a  knowledge  of  the  theory  of 
banking  is  afforded  by  the  examinations  of  the  Institute 
of  Bankers,  the  passing  of  which  is  encouraged  by  nearly 
all  the  leading  banks  by  the  offer  of  a  monetary  grant 
to  successful  candidates.    But  the  young  clerk  should  not 
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let  his  enthusiasm  for  theoretical  knowledge  blind  him  to 
the  fact  that  the  passing  of  an  examination  is  only  a  means 
to  an  end,  and  not  an  end  in  itself.  The  value  of  the  know- 
ledge so  gained  is  shown  in  the  increased  ability  to  cope 
successfully  with  the  daily  work  of  the  office.  In  banking, 
as  in  all  other  commercial  pursuits,  this  is  the  sole  standard 
of  success,  and  the  clerk  whose  attention  is  wandering  to- 
wards the  solution  of  some  delicate  problem  of  law  when 
it  should  be  concentrated  on  writing  up  a  pass-book,  is 
pursuing  the  wrong  road  to  success.  But  if  this  proviso  is 
kept  in  mind,  the  acquisition  of  a  thorough  knowledge  of 
the  theory  of  banking  is  of  the  greatest  value.  It  must  be 
a  thorough  knowledge,  and  should  not  end  with  the  mere 
passing  of  an  examination.  Besides  giving  its  possessor 
that  feeling  of  confidence  and  power  which  will  enable  him 
to  face  increased  responsibility  with  an  easy  mind,  the 
attainment  of  distinction  in  the  theoretical  side  of  his 
business  will  bring  his  name  into  more  prominence,  and  he 
will  be  more  likely  to  be  remembered  by  the  higher  officials 
when  the  question  of  promotion  is  being  considered.  When 
it  is  remembered  that  the  staff  of  some  of  the  large  banks 
is  numbered  in  thousands,  the  advisability  of  setting  one's 
light  on  a  candlestick  and  not  under  a  bushel  will  be  recosr- 
nized ;  for  even  the  most  well-meaning  and  most  capable  of 
the  officials  who  have  charge  of  the  staff  are,  after  all,  but 
human,  and  there  is  always  a  chance  of  merit  being  over- 
looked. 

When  a  clerk  is  promoted  to  be  a  cashier,  he  will  do  well 
to  remember  that  by  his  demeanour  towards  the  customers 
he  can,  to  an  important  extent,  influence  the  progress  of  the 
bank  either  for  good  or  ill.  Discourtesy  on  the  part  of  a 
cashier  is  unpardonable,  and  no  pressure  of  work,  however 
severe,  can  excuse  it.  On  the  other  hand,  the  cashier  should 
not  cringe;  it  is  both  undignified  and  unpleasant;  neither 
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should  he  adopt  too  effusive  a  bearing,  as  though  the  cus- 
tomers were  intimate  personal  acquaintances.  What  is  re- 
quired is  nothing  but  ordinary  politeness,  with  a  little 
added  consideration  for  the  want  of  business  knowledge  in 
a  certain  section  of  the  public.  Bank  cashiers  have  the 
reputation  of  being  over-officious.  No  doubt  this  is  due  to 
the  multitude  of  rules  with  which  they  are  sometimes 
hedged  in  on  their  own  side  of  the  counter.  But  there  is 
no  need  to  fling  these  rules  in  the  face  of  the  public,  nor  to 
adopt  the  tone  of  "  this  must  be  done,"  or  "  that  can't  be 
done,"  more  than  is  necessary.  With  a  little  diplomacy 
and  tact  the  due  observance  of  the  regulations  can  be  at- 
tained without  the  customer  feeling  that  he  is  the  victim 
of  unnecessary  and  ill-considered  "red-tape." 

In  selecting  clerks  for  promotion  to  the  more  responsible 
positions  in  a  bank,  those  of  branch  manager,  or  the  heads 
of  departments  at  the  head  office,  something  more  is  looked 
for  than  the  possession  of  those  business  habits  which 
make  a  good  subordinate,  although  unless  a  man  has  shown 
himself  a  good  clerk,  he  will  seldom  get  the  opportunity 
of  proving  his  ability  in  the  higher  positions. 

The  branch  manager's  position  is  a  delicate  one.  He  is 
the  buffer  between  the  bank's  customers  and  the  board  of 
directors,  and  he  will  often  find  himself  in  a  position  when 
it  is  impossible  to  please  both.  Of  course,  a  manager's 
first  duty  is  to  obey  his  directors'  instructions;  but,  on  the 
other  hand,  he  is  in  a  better  position  to  judge  of  the  facts 
in  individual  cases  than  his  directors,  and  if  he  believes 
that  the  latters'  instructions  are  detrimental  to  the  best 
interests  of  the  bank,  he  should  not  be  content  with  slavish 
obedience  to  orders  without  first  thoroughly  and  clearly 
laying  his  own  views  before  his  board.  Long  years  of  work 
in  a  subordinate  position  occasionally  render  men  too 
subservient  to  the  letter  of  their  instructions,  and  too  fear- 
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ful  of  any  departure  from  the  usual  routine.  A  bank 
manager  is  not  a  mere  channel  for  instructions  from  the 
head  office.  Were  this  so  there  would  be  no  need  to  pay 
him  so  high  a  salary.  He  is  paid  to  assume  responsibility 
within  certain  limits  laid  down  by  his  directors. 

In  making  loans  the  manager  is  usually  allowed  to  act 
upon  his  own  responsibility  up  to  a  specified  limit,  which 
will  depend  upon  the  importance  of  the  branch,  and  varies 
from  say  =£100  up  to  as  high  as  J2500.  In  the  case  of 
advances  for  a  greater  amount  than  the  specified  maximum, 
the  branch  manager  will  apply  to  the  head  office  for  sanc- 
tion before  making  the  loan,  taking  care  to  give  the  fullest 
details,  and  giving  his  reasons  for  favouring  or  discouraging 
the  proposal.  Occasionally  he  may  find  his  application  de- 
clined, although  he  has  strongly  recommended  its  sanction, 
but,  although  from  the  point  of  view  of  his  own  branch  he 
cannot  but  regard  the  refusal  as  disappointing,  he  must 
remember  that  the  directors  are  compelled  to  regard  their 
loans  as  a  whole,  and  that,  viewed  as  such,  it  may  be  ne- 
cessary to  avoid  increasing  their  total  amount. 

Naturally,  a  manager  will  feel  keen  interest  in  the  pro- 
gress of  his  branch,  but  he  should  not  allow  his  keenness  to 
lead  him  into  methods  which  will  not  bear  the  light  of  pub- 
licity. Competition  between  banks  is  natural  and  inevitable, 
and,  within  certain  limits,  is  only  a  sign  of  healthy  busi- 
ness activity.  But  beyond  these  limits,  which  are  well 
recognized  and  sanctioned  by  long  tradition,  competition 
should  not  be  allowed  to  go.  Bankers  have  in  the  past 
always  prided  themselves  upon  possessing  a  stricter  code 
of  business  etiquette,  and  a  sounder  commercial  morality, 
than  the  general  average  prevailing  amongst  business  men, 
but  signs  are  not  wanting  of  a  slacker  feeling  and  a  de- 
generate tendency  in  this  respect.  "  Touting  "  for  business, 
tempting   the   customers  of   other  banks  to  move   their 
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accounts  by  specious  offers,  and  similar  business  methods, 
are  not  only  subversive  of  that  good  feeling  which  should 
always  exist  between  bankers  or  bank  managers,  rivals 
though  they  be,  but  they  are  damaging  to  the  bank  which 
adopts  such  tactics.  Not  only  are  reprisals  invited,  but  a 
bad  name  among  the  public  is  inevitably  gained,  and  the 
bank  which  encourages  them  cannot  hope  to  be  regarded 
as  first  class.  Moreover,  looking  at  such  excessive  com- 
petition in  its  broadest  aspect,  it  is  both  deplorable  and 
dangerous  from  the  point  of  view  of  the  public;  because,  if 
pursued  to  any  extent,  it  must  infallibly  lead  to  a  reduction 
in  the  rate  of  profit,  and  in  order  to  keep  up  dividends  to 
the  customary  rate  banks  will  be  strongly  tempted  to  en- 
tertain business  of  a  more  lucrative  but  a  less  safe  char- 
acter. Banks  are  not  quite  in  the  same  position  as  other 
business  men ;  they  are  custodians  of  immense  sums  of  the 
public's  money,  and  any  relaxation  of  the  prudent  and 
cautious  methods  which  have  for  many  years  characterized 
joint-stock  banking  enterprise  in  this  country  would  be 
very  regrettable. 

Any  detailed  account  of  the  ordinary  routine  of  the  office 
must  necessarily  be  incomplete,  owing  to  the  varying  sys- 
tems favoured  by  individual  banks,  but  the  following 
general  rules  are  insisted  upon  by  most  bank  managers  or 
other  officials  responsible  for  the  administration  of  the 
office. 

The  manager  will  himself,  or  with  the  assistance  of  his 
chief  clerk,  call  over  every  day  with  the  check  ledger  or 
day-book  the  entries  posted  in  the  ledgers  the  previous 
day.  This  is  the  only  satisfactory  method  by  which  the 
manager  can  keep  closely  in  touch  with  the  state  qf  his 
customers'  accounts.  He  will  also  at  irregular  intervals 
and  without  previous  warning  count  the  coin  in  the 
cashiers'  tills  and  in  the  reserve.    This  is  usually  done  not 
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less  than  twice  in  each  month.  The  manager  will  also 
count  the  stock  of  notes  at  the  close  of  business  each 
evening. 

The  doors  of  the  strong-room  and  safes  in  which  the 
money  and  securities  are  lodged  should  be  fitted  with  two 
locks,  and  the  keys  should  be  held,  one  by  the  manager 
and  one  by  a  senior  clerk,  but  on  no  account  should  both 
keys  be  allowed  at  the  same  time  in  one  individual's  pos- 
session. If  necessary  there  can  be  a  separate  or  outer 
strong-room  for  containing  the  books  of  the  office,  for 
which  a  double  lock  may  not  be  thought  necessary.  When- 
ever it  is  possible,  a  duplicate  set  of  keys  for  use  in 
emergency  is  lodged  with  a  neighbouring  branch  within 
a  short  journey. 

Any  discrepancies  which  may  occur  in  the  cashiers'  tills 
should  be  reported  to  the  chief  clerk  and  debited  or 
credited  to  the  Over  and  Short  in  Cash  Account  not 
later  than  the  day  following  that  on  which  the  mistake 
occurred. 

Each  day's  entries  in  the  current  account  ledgers  should 
be  posted  on  the  same  day,  and  the  balances  extended  in 
the  column  provided  for  that  purpose  not  later  than  the 
succeeding  morning. 

A  daily  balance  of  the  work  of  the  office  should  be 
struck  and  agreed  accurately,  when  possible  on  the  even- 
ing of  the  same  day,  with  the  total  of  the  cash  in  hand 
and  other  effects.  In  many  offices  the  work  of  find- 
ing any  differences  which  may  occur  is  deputed  to  a 
"  balance  party,"  which  consists  of  a  certain  proportion 
of  the  staff  of  the  office,  say  a  fourth  or  a  sixth,  and  upon 
which  every  clerk  serves  in  turn.  This  system  allows  the 
greater  part  of  the  staff  to  leave  the  office  at  an  earlier 
hour  than  they  otherwise  would,  and  it  further  gives  the 
clerks,   especially   the   junior   clerks,  an   opportunity   of 
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learning  something  about  the  general  work  of  the  office, 
an  opportunity  which  they  otherwise  might  not  find  it 
easy  to  obtain. 

Great  importance  is  usually  attached  to  the  checking  of 
all  the  entries  in  the  books.  If  the  system  of  book-keeping 
is  a  good  one,  this  check  will  usually  be  provided  by  the 
books  themselves,  for  bank  book-keeping  is  always  upon 
the  double  entry  system,  although  it  differs  at  first  sight 
very  largely  from  the  ordinary  commercial  system.  But 
although  many  books  can  be  checked  by  comparing  their 
totals  with  those  of  other  books,  yet  there  is  always  a 
great  deal  of  work  which  requires  to  be  independently 
checked  by  another  clerk.  The  clerk  who  is  responsible 
for  this  checking  should,  when  possible,  be  one  who  is 
senior  in  standing  to  the  clerk  who  has  made  the  entries, 
and  any  shirking  of  the  former's  duties,  or  any  want  of 
thoroughness  in  correcting  mistakes,  should  be  regarded 
as  a  serious  offence. 

In  most  banks  the  work  of  writing  up  the  pass-books  is 
intrusted  to  the  junior  clerks,  but  it  is  not  advisable  to 
allow  a  clerk  to  attempt  this  part  of  his  work  until  he  has 
given  some  proof  that  he  is  capable  of  doing  it  neatly  and 
legibly  as  well  as  correctly.  Many  bank  pass-books  are 
sent  out  in  a  condition  to  which  these  words  could  not 
possibly  apply,  and  the  result  cannot  but  be  unsatisfactory 
from  the  point  of  view  of  the  bank.  Not  only  is  the  im- 
pression conveyed  to  the  customer  that  the  whole  of  the 
bank's  work  is  carried  out  in  a  slovenly  fashion,  but  the 
customer  is  often  irritated  by  the  inability  to  correctly 
read  the  entries.  In  some  cases  serious  mistakes  may 
ensue.  The  entries  to  the  customer's  debit  can,  it  is  true, 
be  checked  by  the  customer's  own  books  or  the  counter- 
foils of  his  cheque-book,  but  when  amounts  are  paid  to 
his  credit  by  other  parties  he  may  have   no   means  of 
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checking   the    name  or   amount,  and  a  carelessly  written 
aame  may  easily  result  in  complications. 

In  most  banks  the  use  of  the  penknife  for  making 
erasures  is  strictly  forbidden,  and  in  order  to  prevent 
fraudulent  alterations,  it  is  advisable  that  this  rule  should 
be  enforced  in  all  cases. 

Neither  clerks  nor  managers  are,  as  a  rule,  allowed  to 
engage  in  any  other  business  or  profession  without  ob- 
taining the  requisite  sanction.  This  rule  is  necessitated 
by  the  fear,  which  experience  in  the  past  has  unfortunately 
justified,  that  the  official  may  be  induced  to  abuse  his 
position  in  the  bank  in  order  to  obtain  special  advantages 
in  the  business  he  is  carrying  on  outside.  It  is  very  neces- 
sary, for  instance,  that  a  bank  manager  who  has  the  power 
of  granting  or  withholding  a  loan,  should  not  be  open  to 
the  temptation  of  extorting  terms  in  return  for  his  consent 
to  the  proposal.  There  is  also  a  danger  that  the  clerk  may 
become  financially  involved  by  unsuccessful  trading,  and 
that,  driven  to  desperation  by  the  fear  of  impending  bank- 
ruptcy, he  may  be  unable  to  resist  the  temptation  to 
"  borrow "  some  of  the  bank's  money  to  tide  over  the 
crisis.  As  a  rule,  however,  an  application  to  be  allowed  to 
undertake  clerical  or  literary  work  in  the  evenings  would 
not  be  refused,  though  the  junior  clerk  in  a  busy  office 
will  find  that  he  has  little  leisure  or  energy  left  for  further 
work  after  he  leaves  the  bank. 

Most  banks  require  their  staff  to  refrain  from  a  too 
active  participation  in  politics,  whether  parliamentary  or 
municipal.  No  bank  would  of  course  wish  to  debar  any  of 
its  clerks  from  recording  their  votes  at  election  times,  or  to 
conceal  their  political  opinions,  but  the  more  public  forms 
of  political  propagandism,  such  as  serving  on  party  com- 
mittees, public  speaking  on  election  platforms,  and  can- 
vassing for  votes,  are  regarded  with  decided  disfavour. 

II.  c 
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Carried  away  by  the  violence  of  party  feeling  men  are  apt 
to  allow  zeal  to  outrun  discretion.  A  banker's  relation  to 
his  customers  is  a  confidential  one,  and  he  cannot  afford  to 
obtain  a  reputation  for  want  of  discreetness. 

The  above  are  but  some  of  the  more  general  rules  re- 
quired to  be  observed  by  the  majority  of  banks.  Any 
attempt  to  go  into  greater  detail  would  be  futile,  owing  to 
the  difference  in  the  systems  of  book-keeping  adopted. 
One  observation  may,  however,  be  hazarded,  and  that  is, 
that  the  system  of  card  indexes  might  with  advantage  be 
more  widely  used  than  it  is  at  present.  Attempts  have 
been  made  to  induce  bankers  to  use  ledgers  constructed 
on  this  principle,  that  is,  with  movable  folios,  which  can 
be  added  to  at  will  and  always  kept  in  alphabetical  order. 
The  advantages  are  obvious,  for  however  carefully  a  ledger 
is  spaced  when  it  is  first  opened,  it  will  be  found  that  its 
alphabetical  arrangement  is  little  more  than  nominal  by 
the  time  it  is  full.  But  the  new  system  has  found  little 
favour  in  England;  no  efficient  safeguard  against  the 
fraudulent  abstraction  of  folios  seems  yet  to  have  been 
found,  and  the  bound  ledger  retains  its  position  in  spite 
of  its  disadvantages.  In  other  directions,  however,  the 
card  index  is  coming  into  favour.  Many  banks  find  it 
convenient  to  arrange  the  names  of  all  their  current 
accounts,  with  the  usual  particulars  recorded  in  the  ledger 
headings,  in  the  form  of  a  card  index.  This  is  much  easier 
of  reference  than  turning  over  the  folios  of  bulky  ledgers, 
and  it  affords  a  means  of  obtaining  the  required  informa- 
tion while  the  ledgers  are  in  use  in  another  part  of  the 
office.  Again,  the  keeping  of  the  specimen  signatures  of 
customers  in  the  form  of  a  card  index  is  much  more  con- 
venient than  a  signature  book  with  an  ordinary  index. 
Much  time  is  often  wasted  in  a  large  office  in  looking  back 
through  the  indexes  of  old  signature  books  for  some  for- 
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gotten  signature  which  could  be  verified  in  an  instant  with 

a  card  index.  Most  banks  have  now  adopted  the  card 
system  for  making  payments  of  club  subscriptions  and 
other  "  standing  order "  payments.  The  system  adopted 
varies  in  different  banks,  but  in  some  the  same  permanent 
card  serves  first  for  a  debit  to  the  customer's  account,  and 
is  then  sent  to  the  head  office  or  London  agent  as  an 
advice  to  pay  the  amount  to  another  bank.  Still  another 
use  to  which  a  card  index  can  be  put  is  that  of  a  coupon 
index.  If  instead  of  a  card  a  stout  envelope  is  used,  the 
coupons,  when  cut  off  in  the  strong-room,  can  be  slipped 
inside  the  enveloj^e,  and  after  they  have  been  listed  and 
checked  with  the  particulars  recorded  on  the  envelope,  the 
latter  can  again  be  sorted  away  for  future  use.  Many 
other  possible  uses  to  which  the  system  can  be  turned  will 
readily  occur  to  the  practical  banker.  Once  the  index  is 
made,  the  labour  of  keeping  it  up  to  date  is  but  small,  and 
will  be  amply  covered  by  the  increased  convenience. 
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SECTION  XXV. 


BANKING  BOOK-KEEPING.1 


ALTHOUG-H  the  business  of  keeping  books  is  ex- 
tremely easy  when  once  the  accounts  are  properly 
arranged,  yet  the  adaptation  of  the  principle  of  Double- 
entry,  to  extensive  and  complicated  transactions,  so  as  to 
receive  the  full  benefit  of  the  system,  is  a  process  which 
requires  the  most  complete  knowledge,  not  only  of  the 
practice,  but  also  of  the  science  of  book-keeping." 

"  Book-keeping,  like  all  other  arts,  can  only  be  mastered 
by  industry,  perseverance,  and  attention.  The  learner 
must  think  for  himself,  and  endeavour  to  understand  the 
why  and  wherefore  of  all  that  he  does,  instead  of  resting 
satisfied  with  vague  notions  and  words  devoid  of  sense." 

"  The  study  of  book-keeping  affords  an  excellent  means 
of  intellectual  discipline;  that  is,  when  its  principles  are 
exhibited  as  well  as  their  application.  When  the  reason- 
ing powers  are  called  into  exercise  as  well  as  the  memory, 
the  student  who  has  carefully  attended  to  the  instructions, 
and  who  is  the  master  and  not  the  slave  of  rules,  will  ex- 
perience no  difficulty  in  unravelling  or  adjusting  any  set 
of  accounts,  however  complicated  or  diversified."5 

We  have  commenced  this  section  with  these  quotations 
in  order  to  quicken  the  attention  of  the  reader  to  a  subject 
which  by  those  who  do  not  understand  it  is  considered 

1  Not  only  bookkeeping  systems,  but  also  the  names  by  which 
the  books  are  known,  vary  considerably  in  individual  banks. 
-  "  Double-Entry  Elucidated,"  by  &  F.  Foster. 
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complicated,  and  by  those  who  <!<>  understand  it.  is  con- 
sidered dull.  It  is,  in  fact,  neither  the  one  nor  the  other. 
But  still  it  is  a  subject  on  which  it  is  difficult  to  write 
in  such  a  way  as  to  avoid  the  possibility  of  being  mis- 
understood.   We  propose  in  this  section — 

I.  To  notice  those  Preliminary  Operations  with  which 
a  young  Book-keeper  should  become  acquainted. 
II.  To  describe  the  system  of  Banking  Book-keeping 
as  published  in  the  former  editions  of  this  work. 

III.  To  state  those  Improvements  of  which  this  system 
has  been  found  to  be  susceptible. 

IV.  To  trace  the  Resemblance  between  Banking  Book- 
keeping and  Mercantile  Book-keeping. 

I.  Preliminary  Operations. 

When  a  young  man  enters  a  bank  as  a  clerk,  he  should 
be  instructed  to  be  careful  with  regard  to  his  handwriting, 
or,  in  his  anxiety  to  write  fast,  he  may  forget  to  write  well. 
If  he  write  a  bad  hand,  he  should  not  be  above  taking 
a  few  lessons  from  a  professor  of  penmanship,  who  will 
teach  him  to  write  fast  and  well  at  the  same  time.  But, 
however  badly  he  may  write,  he  should  try  to  write 
plainly.  Plainness  is  of  more  consequence  than  neatness 
or  elegance.  He  should  be  very  careful  in  writing  the 
names  of  the  customers  of  the  bank.  If  he  write  them 
illegibly,  there  will  be  a  loss  of  time  in  making  them 
out,  or  they  may  be  misunderstood,  so  that  money  may 
be  posted  to  the  wrong  account,  and  thereby  loss  arise 
to  the  bank.  On  this  account  also,  when  two  or  more 
customers  have  the  same  surname,  he  should  be  very  care- 
ful to  write  the  Christian  names  fully  and  distinctly. 

The  necessity  for  writing  quickly,  and  the  want  of  care- 
fulness at  first,  are  the  causes  why  so  few  bankers'  clerks, 
comparatively,    write    a    good    hand.     But   they   should 
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remember,  that  this  is  a  most  important  qualification,  and 
a  deficiency  in  this  respect  may  be  an  insuperable  bar  to 
promotion.  Without  this  attainment  a  clerk  cannot  be 
put  to  write  up  the  customers'  books,  nor  to  make  out  the 
country  accounts,  nor  to  write  the  letters,  nor  to  fill  the 
office  of  secretary.  "  You  ought  to  be  careful  to  write  a 
plain  hand.  You  impose  upon  your  correspondents  a  very 
unnecessary  and  a  very  unpleasant  tax  if  you  require  them 
to  go  over  your  letters  two  or  three  times  in  order  to  de- 
cipher your  writing.  A  business  hand  is  equally  opposed 
to  a  very  fine  hand.  A  letter  written  in  fine  elegant 
writing,  adorned  with  a  variety  of  flourishes,  will  give  your 
correspondent  no  very  high  opinion  of  you  as  a  man  of 
business."1 

The  young  clerk  should  also  be  taught  to  make  his 
figures  clear  and  plain,  so  that  a  2  cannot  be  mistaken  for 
a  3,  nor  a  3  for  a  5.  He  should  also  take  care  that  the  tail 
of  his  7  or  his  9  does  not  run  into  the  line  below,  and 
thus  turn  a  0  into  a  6,  and  also  that  the  top  of  his  4  does 
not  reach  so  high  as  to  turn  a  0  in  the  line  above  it  into  a 
9.  He  should  be  careful,  too,  in  putting  his  figures  under 
one  another,  so  that  the  units  shall  be  under  the  units,  the 
tens  under  the  tens,  the  hundreds  under  the  hundreds,  and 
the  thousands  under  the  thousands.  Otherwise,  when  he 
adds  up  the  columns  together,  he  will  be  in  danger  of 
making  a  "  wrong  cast." 

He  will  also  learn  to  use  both  hands  at  the  same  time. 
In  counting  gold  or  silver  coin,  he  will  count  with  two 
hands  instead  of  one,  and  thus  do  double  the  work.  In 
entering  a  number  of  cheques  or  bills,  while  he  holds  the 
pen  in  one  hand  he  will  hold  a  cheque  in  the  other,  and 
then  turn  over  the  cheques  as  quickly  as  he  enters  them. 

1   "Lectures  on  the   History  and   Principles   of  Ancient  Coin- 
merce,"  by  J.  W.  Gilbart, 
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He  will  always  turn  them  over  one  on  the  back  of  the 
oilier,  so  that  they  will  be  in  the  same  order  after  he  has 
entered  them  as  before,  and  when  they  are  "  called  over  " 
they  will  come  in  the  same  order  in  which  they  are 
entered. 

He  must  also  learn  to  "  cast "  quickly  and  accurately. 
The  two  main  qualifications  in  this  operation  are  accuracy 
and  quickness.  To  insure  accuracy  a  clerk  will  cast  every- 
thing twice  over.  The  first  time  he  will  begin  at  the 
bottom  of  the  column,  and  the  second  time  at  the  top.  If 
he  begin  both  times  at  the  bottom  of  the  column,  the  as- 
sociation of  figures  will  be  the  same;  and  if  he  has  fallen 
into  an  error  the  first  time,  he  will  be  apt  to  fall  into  the 
same  error  the  second  time:  but  if  he  changes  the  order, 
the  association  of  the  figures  will  be  different,  and  he  will 
not  be  likely  to  fall  into  the  same  error.  Quickness  can  be 
acquired  only  by  practice.  But  he  will  accelerate  his  speed 
by  making  his  figures  plain,  and  placing  them  strictly  in  a 
line  under  one  another.  He  should  also  learn  to  cast  with- 
out speaking,  for  the  eye  and  the  head  will  go  faster  than 
the  lips. 

He  must  also  be  taught  to  "  call  over."  When  he  first 
comes  into  the  bank  he  will  call  this  sum,  c£315  10s.  6d., 
three  hundred  and  fifteen  pounds  ten  shillings  and  sixpence, 
but  he  will  soon  learn  that  more  than  half  these  words  may 
be  suppressed,  and  he  will  say,  three,  fifteen,  ten,  six. 
And  so  in  the  larger  amount,  .£4,785  13s.  4d,  instead  of 
saying,  four  thousand  seven  hundred  and  eighty-five  pounds 
thirteen  shillings  and  four  pence,  he  will  call,  forty-seven, 
eighty-five,  thirteen,  four.  By  proceeding  in  this  way,  and 
speaking  quickly  and  yet  distinctly,  a  column  of  figures 
may  be  called  over  and  checked  in  a  very  short  space  of 
time.  He  will,  however,  take  care  to  avoid  ambiguity. 
Thus,  if  the  sum  be  =£40  5s.  6d.,  he  will  not  say,  forty,  five, 
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six,  as  that  would  mean  forty-five  pounds  six  shillings; 
but  he  will  say,  in  this  case,  forty  pounds,  five,  and  six. 
In  cases  where  the  pounds  consist  of  five  figures,  the 
first  two  denoting  the  thousands  are  expressed  separately- 
thus,  <£25,347  8s.  6d.  is  called  over  twenty-five,  three, 
forty-seven,  eight,  six;  and  six  figures,  say  ,£468,379  8s.  6d., 
is  called  over,  four  sixty- eight,  three  seventy -nine,  eight, 
six. 

He  will  also  be  taught  to  balance;  that  is,  to  find  the 
difference  between  two  sums  by  addition  instead  of  sub- 
traction. Thus,  if  the  two  sums  be  <£1,347  16s.  3d.  and 
<£4,834  19s.  8c?.,  he  will  be  apt  at  first  to  put  one  under  the 
other  and  subtract,  in  this  way: — 

£4,834  19    8 
1,347  16    3 


Difference .     .     .     £3,487    3    5 

But  he  must  be  taught  to  proceed  by  a  mental  process, 
and  will  add  the  difference  to  the  smaller  number, 
thus: — 

£1,347  16    3    —    4,834  19    8 
Difference.     .     .       3,487    3    5 


£4,834  19    8 


He  performs  this  operation  by  beginning  with  the  pence, 
saying,  or  rather,  thinking,  "  three  and  five  make  eight," 
and  so  on.  And  thus  the  two  sides  of  an  account  are 
made  to  balance;  that  is,  both  sides  are  of  the  same 
amount. 

The  principle  of  balancing  pervades  the  whole  system  of 
book-keeping.  For  example,  we  know  that  if  to  the 
amount  of  cash  in  the  bank  last  night  we  add  the  amount 
received  to-day,  and  deduct  the  amount  paid  to-day,  the 
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remainder  will  show  the  amount  on  hand  to-night;  an<l  a 
QOvice  would  very  naturally  put  it  down  in  this  form: — 

E 
( lash  on  hand  last  night    ....     100,000 
Received  to-day 60,000 


160,000 
Paid  to-day 80,000 


Cash  on  hand  to-night 80,000 

But  an  accountant  would  arrange  these  four  items  in  such 
a  way  as  to  form  a  balance,  thus: — 


£ 
Cash  paid  away  to-day  .    80,000 
Cash  on  hand  to-night   .   80,000 


£160,000 


£ 
Cash  on  hand  last  night    100,000 
Cash  received  to-day    .      60,000 


Balance    .     .    £160,000 


In  keeping  the  Progressive  Ledger,  the  principle  of 
balancing  is  of  constant  occurrence.  The  ledger-keeper 
brings  out  a  new  balance  every  time  he  turns  to  an  account. 
But  he  never  deducts — always  adds.  And  if  he  posts 
several  articles  at  the  same  time,  the  method  is  the  same, 
thus: — 

If  the  credit  balance  is £1,214    3    7 

And  he  posts  the  following  sums 
to  the  debit  of  the  account       £141     2    4 

8     7    6 
49    3  11 
305     4     2 
£710    5    8 

he  will  add  up  these  items,  and  mentally  add  a  sum  that 
will  make  the  whole  equal  to  <£1,214  3s.  Id.,  bringing  out 
this  sum  as  a  new  balance,  and  placing  it  under  the  former 
one  as  he  goes  on.  Thus  he  will  say,  or  rather  think, — 
"  4  and  6  are  10,  and  11  are  21,  and  2  are  23,  and  (here  he 
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must  supply  the  figure)  8  are  31  =  7  and  carry  2;"  and 
he  puts  down  the  8  in  the  pence  division  of  the  balance 
column;  and  goes  on  in  the  same  way  to  the  shillings,  and 
afterwards  to  the  pounds.  When  he  lias  placed  this  sum, 
£710  5s.  8d.,  he  adds  up  the  whole,  including  this  sum,  in 
order  to  check  the  operation,  and  to  be  sure  that  he  is 
right. 

He  will  then  acquire  a  knowledge  of  the  names  and 
functions  of  the  different  books,  and  of  the  terms  and 
phraseology  used  in  book-keeping.  The  same  book  is 
sometimes  called  by  different  names  in  different  banks, 
and  different  terms  are  employed  to  describe  the  same 
operations.  But  every  clerk  should  use  the  language  of 
the  office  in  which  he  is  placed.  He  should  call  every 
book  by  its  proper  name,  and  employ  the  phrases  which 
are  used  by  others.  For  instance,  if  the  word  "  money  "  is 
used  to  denote  coin,  he  must  always  use  it  in  that  sense ; 
and  not  say  "  money"  when  he  means  bank  notes. 

It  will  be  of  great  advantage  to  a  sensible  youngster,  if 
one  of  the  senior  clerks  should  take  the  trouble  to  give  him 
a  general  notion  of  the  system  of  book-keeping,  and  show 
him  the  connection  that  exists  between  the  books  that  he 
keeps  and  the  other  books  of  the  office. 

II.  We  shall  now  describe  the  system  of  Banking  Book- 
keeping, as  published  in  the  former  editions  of  this  work. 

Every  person,  on  opening  an  account  with  a  London 
banking-house,  enters  his  name  in  a  book  called  the 
Sisrnature-Book,  and  this  book  is  referred  to  whenever  a 
draft  is  presented  having  a  doubtful  signature.  The  per- 
son is  supplied  free  of  cost — stamps  excepted — with  a  book 
of  printed  drafts  and  a  cash-book,  called  in  some  houses  a 
Pass-Book,  in  which  is  entered  an  account  of  his  debits 
and  credits,  as  often  as  he  thinks  proper  to  leave  it  for  that 
purpose. 
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Loudon  bankers  do  not  usually  give  receipts  for  money 
paid  into  their  hands,  but  they  enter  the  amouut  into  the 
customer's  book.1  A  person  paying  money  on  account  of 
a  country  bank,  will  sometimes  require  a  receipt,  and  he 
may  then  be  given  a  simple  acknowledgment. 

Before  explaining  the  banking  system  of  book-keeping, 
I  will  define  a  few  terms  which  are  often  used  in  connection 
with  the  subject.  By  the  word  bill  is  always  meant  a  bill  of 
exchange  not  yet  due.  The  word  cash  denotes  the  various 
items  included  in  a  credit  or  cash  entry,  and  may  denote 
due  bills,  cheques,  bank  notes,  country  notes,  or  coin.  The 
terms  cheque  and  draft  are  used  synonymously,  and  denote 
an  order  on  a  banker,  payable  on  demand.  The  word  draft 
is  never  used  in  London  to  denote  a  bill  of  exchange, 
though  this  use  of  the  term  is  very  common  in  the  country. 
Both  bills  and  drafts  are  often  called  articles;  and  if  they 
are  cash,  they  are  styled  cash  articles.  An  addressed  bill  is 
a  bill  made  payable  at  a  banking-house.  A  discounted  bill 
is  usually  called  a  discount.  By  money  is  always  meant 
coin.  To  post  an  article  is  to  place  or  enter  it  in  the  ledger. 
One  book  is  said  to  mark  against  another  when  the  same 
entry  is  made  in  both  books.  One  book  is  checked  by 
another,  when  any  error  in  one  book  would  be  detected  by 
some  operation  in  another.  To  check  a  book,  or  an  account, 
is  to  examine  it,  and  prove  it  correct,  or  make  it  so.  To 
cast,  or  cast  up,  means  to  add  together.  The  balance  of  an 
account  is  the  difference  between  the  credit  and  the  debit 
side.    An  account  is  said  to  balance  when  the  credit  and 

1  It  is  not  now  customary  to  enter  credits  in  a  pass-book  at  the 
time  they  are  paid  in.  The  custom  is  a  bad  one,  and  inevitably 
leads  to  slovenly  hook-keeping.  If  a  customer  requires  an  acknow- 
ledgment it  is  usual  to  give  him  a  book  of  duplicate  credit  slips, 
one  of  which  is  retained  by  the  banker  and  the  duplicate  initialled 
by  the  cashier  and  returned  to  the  customer. 
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the  debit  side  are  of  the  same  amount.  To  balance  an 
account  is  to  enter  the  balance,  and  to  add  up  both  sides, 
and  then  to  bring  down  the  balance  as  a  new  amount. 
The  credit  side  of  an  account,  or  that  on  which  the  cash 
received  is  placed  to  the  credit  of  a  customer,  is  the  right- 
hand  side  as  you  face  the  ledger;  the  debit  side  is  the  left- 
hand  side. 

I  shall  now  describe  the  various  books  in  the  order  of 
the  different  departments  to  which  they  belong. 

I. — The  Cash  Department. 

The  principal  books  in  this  department  are  the  follow- 
ing:— 

1.  Two  Waste-Books. — One  is  called  the  Received- 
Waste-Book,  and  the  other  the  Paid- Waste-Book.  In  the 
former  is  entered  an  account  of  all  the  cash  received,  and 
in  the  latter  is  entered  an  account  of  all  the  cheques  and 
bills  paid.  The  Received- Waste-Book  is  ruled  with  a  double 
cash  column  on  the  right-hand  side  of  the  page.  In  making 
an  entry  into  this  book,  you  will  proceed  as  follows: — 
First,  enter  the  name  of  the  party  who  lodges  the  money ; 
then  enter  in  the  first  cash  column  the  particulars  of  which 
the  credit  consists,  specifying  each  particular  in  the  space 
at  the  left-hand.  In  receiving  Bank  of  England  notes,  the 
number  and  date  of  each  note  must  be  mentioned;  but  if 
the  notes  are  numerous,  make  them  up  in  a  parcel,  and 
write  on  the  outside  the  total  amount,  and  the  name  of 
the  party  from  whom  they  were  received.  Call  this  parcel 
"  Sundries "  in  your  entry.  These  parcels  of  sundries 
will  be  marked,  and  sent  to  the  Bank  of  England  on  the 
following  day.  Cheques  on  your  own  bank  are  to  be 
entered  by  the  name  of  the  drawer  and  the  amount. 
Country  notes  are  to  be  entered  by  the  name  of  the  London 
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banker  a1  whose  house  thev  are  made  payable.  These  are 
.I  ist  ing wished  from  cheques  upon  bankers,  by  stating  short  1  \ 
the  number  and  denomination  of  the  notes — thus,  ,',,  -. 
All  gold  and  silver  are  to  be  called  money.  After  entering 
all  the  particulars  of  a  credit,  add  them  together,  and  carry 
out  the  amount  into  the  farther  cash  column.  At  the  close 
of  the  day  add  up  this  outer  column,  and  see  that  the  total 
agrees  with  the  amount  in  the  Day-Book. 

If  a  customer  brings  his  book  with  him  when  he  lodges 
cash,  the  cashier  enters  the  credit,  and  returns  the  book 
to  him,  unless  it  be  left  at  the  bank  for  the  purpose  of 
having  the  debit  side  also  written  up.1 

In  receiving  money  for  a  deposit  receipt,  the  entry  is 
made  in  the  same  way  as  when  the  money  is  placed  to  a 
current  account ;  but  the  words  Deposit  Receipt,  or  the 
letters  D.  R.,  are  written  against  the  name  of  the 
depositor. 

In  the  Paid- Waste-Book  is  entered  an  account  of  all  the 
bills  and  cheques  paid  by  the  bank.  This  book  is  ruled  on 
each  page  with  a  cash  column  on  the  right  hand,  and 
another  on  the  left  hand,  leaving  a  space  between.  When 
a  cheque  is  paid,  the  amount  is  placed  in  the  left-hand 
cash  column — then  the  name  of  the  drawer  in  the  open 
space — and  in  the  right  hand  cash  column  are  entered  the 
particulars  of  the  payment.  Bank  of  England  notes  are 
entered  by  their  number.  It  is  not  necessary  to  enter  the 
date,  as  that  can  be  found  if  necessary  either  in  the  Cash- 
Book  of  the  preceding  evening,  or  in  the  Received- Waste- 
Book,  or  the  Lists  of  the  same  day.  When  a  deposit  receipt 
is  paid,  the  same  order  is  observed,  but  the  letters  D.  R. 
are  added.  All  gold,  silver,  and  copper  are  called  money. 
At  the  close  of  the  day,  all  the  payments  are  added  to- 

1  See  note  on  p.  27. 
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gether,  and  should  agree  with  the  amount  in  the  Day- 
Book. 

Each  cashier  has  a  Received- Waste-Book,  a  Paid- Waste- 
Book,  and  a  Money-Book.1 

2.  Money-Book. — This  is  a  small  book  ruled  with  a  cash 
column  on  the  right-hand  side  of  each  page,  and  it  contains 
an  account  of  all  the  coin,  that  is,  the  gold,  silver,  and 
copper  in  the  bank.  Each  cashier  will  enter  in  his  own 
Money-Book  the  money  he  receives  and  pays  in  the  course 
of  the  day.  On  the  left-hand  page  of  the  book  he  will  copy 
from  his  Paid- Waste-Book  the  various  sums  of  money  he 
has  paid,  and  on  the  right-hand  page  he  will  copy  from  his 
Received- Waste-Book  the  various  sums  of  money  he  has 
received.  In  each  case  he  will  enter  against  the  respective 
sums  the  totals  in  which  they  are  included.  Thus,  if  in 
paying  a  cheque  of  £175  2s.  6d.,  he  pay  5-2-6  money,  he 
will  enter  it  thus— "^175  2.  6.  <£5-2-6."  The  money  is 
counted  up  at  night,  and  must  agree  with  the  balance  of 
the  Money-Book;  and  this  balance  is  then  entered  in  the 
Cash-Book. 

3.  Cash-Book. — In  this  book  is  entered  every  night  a 
specification  of  all  the  cash  in  the  bank.  The  items  will 
consist  chiefly  of  Bank  of  England  notes,  parcels  of  sun- 
dries, country  notes,  cheques  on  other  banks,  and  the 
balance  of  the  money.  The  Bank  of  England  notes  are 
entered  by  their  number,  date,  and  amount.  The  parcels 
of  Bank  of  England  notes,  called  sundries,  are  entered  by 
the  word  "  Sundries,"  then  the  name  of  the  parties  of 
whom  they  were  received,  and  the  amounts;  country  notes 
by  the  name  of  the  country  bank,  and  the  London  agent 

1  The  Waste-Books  are  not  usually  kept  l>y  the  cashier  but  by 
other  clerks.  The  cashier  usually  takes  the  totals  of  amounts  paid 
and  received  in  a  Cashier's  Book,  and  these  are  checked  with  the 
totals  of  the  Waste-Books  at  the  end  of  the  day. 
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at  whoso  houso  they  are  made  payable;  cheques  on  other 
banks  by  the  name  of  the  drawer  of  the  cheque,  the  name 
of  the  banker,  and  the  amount.  In  this  book  generally 
the  cash  articles  are  more  fully  described  than  in  the 
Received- Waste-Book.  In  some  banking-houses  the  Cash- 
Book  is  called  the  Stock-Book,  and  in  others  the  Make- 
up-Book, or  Effects-Book. 

4.  Day-Book.1 — This  book  is  ruled  with  a  double  cash 
column  at  the  right-hand  side  of  each  page.  The  accountant 
enters  in  the  Day-Book  an  account  of  all  cash  paid  and 
received  during  the  day,  placing  each  transaction  under 
the  class  of  operations  or  accounts  to  which  it  belongs. 
On  the  left-hand  page  of  the  book  he  enters  the  cash 
which  is  paid,  and  on  the  right-hand  side  the  cash  which 
is  received.  He  commences  by  writing  the  day  of  the  week 
and  of  the  month:  then  on  the  left-hand  side  he  writes  a 
heading,  "  Current  Accounts."  Under  this  head  he  enters 
all  the  cheques  paid,  copying  from  the  cheques  the  name  of 
the  drawer  and  the  amount,  which  are  placed  in  the  first 
cash  column.2  The  sum  of  all  the  cheques  is  brought  for- 
ward into  the  second  cash  column.  The  second  heading  is 
"Deposit  Receipts";  under  which  head  the  individual 
receipts  paid  are  entered,  mentioning  the  number,  the  name 
of  the  depositor,  and  the  sum ;  and  bringing  out  the  total 
amount,  as  before,  into  the  second  cash  column. 

The  accountant  may,  if  he  please,  make  these  headings 
in  the  morning,  leaving  such  a  space  for  the  transactions 
under  each  head  as  his  experience  may  show  him  to  be 
necessary.  Thus  he  may  keep  up  his  Day-Book  throughout 
the  day,  and  merely  have  to  add  it  up  and  balance  it  when 
the  bank  closes.    The  other  headings  may  be,  "  Bills  Dis- 

1  Sometimes  called  Cash-Book. 

2  It  is  usual  only  to  enter  the  totals  of  other  books  in  the  Day- 
Book. 


32  THE   HISTORY,   PRINCIPLES,   AND 

counted  this  day,"  "Interest  paid  on  Deposit  Receipts,'' 
"Bank  Premises,"  "Incidental  Expenses,"  "Branch  Ac- 
counts," &c,  &c,  answering  to  the  accounts  in  the  General 
Ledger. 

On  the  right-hand  page,  or  credit  side  of  the  Day-Book, 
the  cash  received  is  entered  under  corresponding  headings, 
as  "  Current  Accounts,"  "  Deposit  Receipts,"  "  Bills 
Discounted  paid  this  day,"  &c,  &c.  The  entries  under 
the  heads  of  Current  Accounts,  and  Deposit  Receipts,  are 
copied  from  the  Received- Waste-Books :  the  entry  expresses 
only  the  name  and  the  amount. 

After  all  the  entries  have  been  made,  add  up  the  debit 
and  the  credit  sides.  To  the  credit  side  add  the  amount  of 
the  Cash-Book  on  the  preceding  evening;  to  the  debit  side 
add  the  amount  of  the  Cash-Book  on  the  same  evening; 
and,  if  the  totals  agree,  the  "  bank  is  right,"  that  is,  the 
transactions  of  the  day  have  been  correctly  entered;  but  if 
not,  then  the  bank  is  wrong,  and  the  error  must  be  dis- 
covered by  "  marking  off"  the  various  books. 

In  large  establishments  the  Day-Book  is  divided  into  two 
books;  the  debit  side  forming  one  book,  and  the  credit  side 
the  other  book.1  One  is  called  the  "  Paid-Day-Book,"  and 
the  other  the  "  Received-Day-Book."  The  advantage  of  this 
division  is,  that  two  persons  can  be  employed  at  the  Day- 
Book  at  the  same  time.  In  some  banks  the  Day-Book  has 
three  cash  columns,  the  third  being  used  for  transfer 
entries.  These  are  entries  in  which  no  cash  is  actually  paid 
or  received  by  the  bank,  but  an  amount  is  transferred  from 
one  account  to  another.  In  other  banks,  all  the  transfers 
are  passed  through  the  Received- Waste-Book.  By  some 
London  houses  the  Day-Book  is  called  the  Cash-Book,  and 

1  Sometimes  the  Day-Book  is  divided  into  two  sets  according  to 
the  days  of  the  week,  one  for  Mondays,  Wednesdays, and  Fridays, 
the  other  for  Tuesdays,  Thursdays  and  Saturdays. 
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ils  two  divisions  are  called  the  "Received-Cash-Book," 
ami  the  "Paid-Cash-Book." 

5.  Current- Account-Ledger. — In  this  book  every  cus- 
tomer has  a  separate  account.  The  sums  received  to  his 
credit  are  posted  from  the  credit  side  of  the  Day-Book,1  and 
the  Ledger  folio  is  placed  in  the  Day-Book,  in  a  column 
ruled  for  that  purpose.  The  debit  side  is  posted  from  the 
cheques  themselves,  and  the  Ledger  folio  placed  in  the 
debit  side  of  the  Day-Book  on  the  following  morning,  when 
the  Day-Book  is  marked  against  the  Ledger.  The  entry  of 
a  cheque  in  the  Ledger  includes  the  date  of  payment,  the 
name  of  the  party  to  whom  it  is  payable,  and  the  amount. 
The  entry  of  a  credit  includes  the  date,  the  word  "  Cash," 
and  the  amount.  When  the  cash  is  paid  into  the  bank  by 
a  third  party,  it  is  usual  to  enter  it  in  the  Ledger  as 
"  Cash  per  A.  B."  When  a  credit  arises  from  a  bill  lodged 
for  collection  having  become  due,  the  name  of  the  accepter 
is  substituted  for  the  word  cash. 

Some  banks  follow  what  is  called  the  progressive  plan  of 
keeping  the  Ledger.2  By  this  plan  the  balance  is  brought 
out  every  day,  and  thus  we  see  the  progress  of  the  account. 
In  the  ordinary  way,  each  page  of  the  ledger  is  divided 
into  the  debit  and  the  credit  side,  and  each  side  has  ruled 
columns  for  the  date,  the  transaction,  and  the  amount. 
But  in  the  progressive  Ledger  there  is  only  one  column  for 
the  date  of  both  the  credits  and  the  debits — one  space  for 
a  description  of  the  transaction,  whether  credit  or  debit — 

1  It  is  more  usual  and  much  more  satisfactory  to  post  the  Ledgers 
direct  from  the  credit  slips  and  the  paid  cheques  or  "vouchers.'" 
These  are  also  written  up  each  day  in  a  "Check  Ledger"  (the 
totals  of  which  must  agree  with  the  totals  of  "Current  Accounts'" 
on  the  credit  and  debit  sides  of  the  Day-Book),  and  the  amounts 
are  called  from  the  Check  Ledger  to  the  Ledger. 

■  This  plan  is  now  almost  universal. 

II.  D 
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and  then  three  cash  columns.  The  first  column  is  the  debit 
column ;  the  second  is  the  credit  column ;  and  the  third  is 
the  column  into  which  the  daily  balance  is  brought  out. 
The  advantage  of  this  plan  is,  that  you  can  see  at  once 
what  sum  a  party  has  on  his  account,  without  the  delay  of 
adding  up  the  debit  and  the  credit  columns.  Most  banks 
that  allow  interest  on  the  balance  of  the  current  accounts 
keep  their  Ledger  on  the  progressive  plan;  and,  besides 
the  columns  I  have  mentioned,  there  are,  on  the  right  side 
of  the  balance  column,  a  space  for  inserting  the  number  of 
days  the  balance  may  remain  stationary,  and  two  interest 
columns — one  for  the  interest  of  a  credit  balance,  and  the 
other  for  the  interest  of  a  balance  over-drawn.  Most  banks 
divide  the  Current- Account-Ledger  into  two  or  more  parts, 
and  the  names  of  the  depositors  are  placed  in  alphabetical 
order,  from  the  beginning  of  the  first  Ledger  to  the  end  of 
the  last. 

6.  Deposit-Receipt-Book. — Deposit  Eeceipts  are  re- 
ceipts granted  for  sums  of  money  that  are  likely  to  remain 
a  considerable  time,  and  upon  which  interest  is  allowed. 
These  receipts  are  distinguished  from  current  accounts. 
Cheques  cannot  be  drawn  against  any  sum  lodged  as  a 
deposit  receipt,  and  the  amount  can  only  be  withdrawn, 
either  wholly  or  in  part,  after  a  stipulated  notice  has  been 
given,  usually  seven  or  fourteen  days;  when  the  amount, 
or  any  part  thereof,  is  withdrawn,  the  receipt  itself  must 
be  produced  at  the  bank,  and  delivered  up  properly  dis- 
charged. The  Deposit-Receipt-Book  is  not  kept  ledger-ivise ; 
that  is,  each  person  has  not  a  separate  account  opened  for 
him  in  a  distinct  part  of  the  book,  but  the  receipts  are 
entered  chronologically,  according  to  the  date  of  the  lodg- 
ment.1    The   entry  includes   date  of  lodgment,   name  of 

1  It  is  very  usual  to  keep  a  Deposit  Ledger  on  the  same  plan  as 
the  Current  Account  Ledger. 
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depositor,  profession,  residence,  amount,  interest  paid, 
principal  and  interest.  The  last  two  particulars  are  of 
course  not  entered  until  the  receipt  is  cancelled.  If  a 
party  is  desirous  of  withdrawing  only  a  part  of  the  lodg- 
ment, the  whole  receipt  is  entered  as  paid,  and  a  new 
receipt  made  out  for  the  sum  which  remains. 


II. — The  Bill  Department. 

Bills  are  divided  into  two  classes — bills  deposited,1  and 
bills  discounted.  Bills  deposited  are  bills  lodged  in  the 
bank  for  collection,  to  be  placed,  when  due,  to  the  credit  of 
the  depositors.  Bills  discounted  are  those  for  which  the 
money  has  been  advanced,  and  which  are,  therefore,  the 
property  of  the  bank.  These  two  classes  of  bills  are 
entered  in  separate  sets  of  books;  but,  as  the  books  are 
kept  in  nearly  the  same  manner,  I  shall  describe  them  to- 
gether. 

1."  Bill-Register.  |    These  books  are  kept,  as  the 

Discount-Register./ word  register  seems  to  imply, 
chronologically — the  bills  being  entered  immediately  after 
each  other,  in  the  order  in  which  they  come  into  the  bank. 
The  entry  includes  date  when  deposited  or  discounted, 
name  of  ingiver,  drawer,  accepter,  date,  term,  when  due,- 
amount,  daily  amount.  The  bills  are  numbered,  and  the 
register-number  placed  upon  each  bill.  The  daily  amount 
of  the  Discount-Register  is  entered  in  the  debit  side  of  the 
Day-Book,  under  the  head,  "  Bills  Discounted  this  day/' 
I  advise  that  the  headings  of  the  columns  of  this  and  of 
all  the  other  books,  be  printed.  This  saves  time  and  pre- 
vents mistakes. 

1  Sometimes  called  "short  bills,"  i.e.,  the  total  is  entered 
"  short"  in  the  Pass-Book  and  not  extended  in  the  credit  column. 
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2.  Bill-Ledger.         "i    In  these  books  a  separate  ac- 
Discount-Ledger. /count  is  opened  for  each  party; 
and  the  same  bills  which  have  previously  been  entered  in 
the  Eegisters  are  entered  in  these  Ledgers;  but  the  entry 
is  much  shorter.    A  full  description  of  a  bill  is  given  in 
the  Register  only,  and  the  register-number  is  placed  as  a 
reference  in  every  book  in  which  the  bill  may  subsequently 
be  entered.    The  entry  in  the  Bill,  or  Discount-Ledger,  in- 
cludes date  when  deposited  or  discounted,  name  of  accepter, 
when  due,   and  amount.    In   some  banks  the   Discount- 
Ledger  is  kept  upon  the  progressive  plan,  which  is  very 
useful,  as  it  shows  at  once  to  what  amount  any  party  may 
be  under  discount.    In  addition  to  this,  some  banks  place 
in  the  Discount-Ledger  an  account  of  all  bills  they  may 
have  discounted,  to  which  the  party  is  an  accepter.    These 
bills  are  distinguished  from  those  which  have  been  dis- 
counted for  the  party  himself,  by  being  placed  on  the  left- 
hand  side  of  the  page.    This  account  is  also  kept  on  the 
progressive  plan.    A  Discount-Ledger,  kept  in  this  way, 
will  have  three  cash  columns  ruled  on  each  side  of  the 
page:  the  three  on  the  left  hand  will  be  headed,  "Where 
Accepter  " ;  and  the  three  on  the  right  hand  will  be  headed, 
"  Where  last  Indorser."    Between  the  two  sets  of  columns 
will  be  entered — date  when  discounted — register-number 
— name  of  accepter  or  drawer — when  due.    The  advantage 
of  this  plan  is,  that  on  turning  to  any  party's  account,  you 
see  at  once  the  whole  of  his  engagements  to  the  bank, 
whether  arising  from  bills  that  have  been  discounted  for 
himself,  or  bills  to  which  he  is  only  the  accepter. 

3.  Bill-Journal.1         l     In  these   Journals   the   bills 
Discount- Journal.  /  are  entered  under  the  respect- 
ive days  on  which  they  fall  due.    For  this  purpose  the  day 

1  Sometimes  called  Hill  Diary. 
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of  the  week,  and  of  the  month,  is  placed  at  the  top  of  each 
page.  This  book  may  be  made  to  last  exactly  a  year,  by 
haying  headings  for  every  day,  from  the  1st  of  January  to 
the  31st  of  December,  omitting  Sundays.  The  entry  in- 
cludes the  register-number,  name  of  depositor,  or  for  whom 
it  was  discounted,  accepter,  and  amount.  The  Discount- 
Journal  has  three  cash  columns;  one  for  the  amount  of 
each  bill,  another  for  the  bills  paid,  and  another  for  those 
unpaid.  The  entry  is  made  in  the  first  column,  on  the  day 
the  bill  is  discounted,  and  in  the  other  two  on  the  day  the 
bills  fall  due.  The  total  amount  of  bills  paid  each  day  is 
copied  from  the  Journal  into  the  received  side  of  the  Day- 
Book.  Those  unpaid  are  entered  into  the  transfer  column 
of  the  Day-Book,  and  in  the  Over-Due-Bill-Book.  The  Bill- 
Journal  need  only  have  one  cash  column,  as  most  banks 
find  it  more  convenient  to  credit  their  customers'  accounts 
with  all  the  bills  on  the  day  they  fall  due,  and  debit  them 
on  the  following  day  for  those  that  remain  unpaid.  Those 
banks,  however,  that  prefer  it,  may  have  separate  columns 
in  the  Bill- Journal  for  the  paid  and  the  unpaid  bills;  and, 
in  that  case,  the  unpaid  bills  are  returned  on  the  following 
day  to  the  dej:>ositor,  without  being  passed  through  his 
cash  account.  This  is  sometimes  called  being  "  entered 
short."  Some  banks  make  one  book  serve  the  purpose  of 
both  a  Bill- Journal  and  a  Discount- Journal;  one  page  of 
the  book  being  used  as  a  Discount-Journal,  and  the  oppo- 
site page  being  used  as  a  Bill-Journal. 

4.  The  Lists. — Each  banking-house  in  the  City  of 
London  divides  London  into  a  certain  number  of  districts, 
according  to  the  extent  of  its  business.  Each  district  is 
called  a  Walk,  and  usually  takes  its  name  from  the 
direction  in  which  it  lies;  as  the  East  Walk,  the  West 
Walk,  and  so  on.  To  each  walk  is  assigned  a  book,  in 
which  is  entered  every  day  a  list  of  the  bills  due  in  the 
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walk,  and  hence  the  book  is  called  a  List.  Each  List  takes 
its  name  from  the  walk  to  which  it  belongs,  as  the  East 
List,  the  West  List,  &c.  The  page  is  divided  into  four 
columns,  the  first  and  third  of  which  are  cash  columns. 
In  the  first  column  is  entered  the  amount  of  the  bill,  in 
the  second,  the  name  of  the  accepter  and  the  register- 
number.  This  is  done  the  day  before  the  bills  are  due. 
After  the  teller  has  returned  from  presenting  these  bills 
for  payment  in  his  walk,  he  "answers"  each  bill;  that  is, 
he  places  against  it  an  account  of  the  cash  he  has  received 
for  it,  whether  cheques,  bank  notes,  or  money.  The  amount 
is  entered  in  the  third  column,  and  in  the  fourth  the  de- 
scription of  each  kind  of  cash.  If  the  bill  be  not  paid,  he 
writes  L.  D.  for  "  left  direction,"  and  then  enters  the  bill 
in  the  "  Unpaid-List." 

In  the  Unpaid-List  are  entered  all  the  bills  not  paid 
when  presented  for  payment.  In  the  course  of  that  day  or 
the  following  these  bills  are  "  answered,"  either  by  being 
paid,  or  by  being  passed  to  the  debit  of  a  customer's  ac- 
count, or  by  being  transferred  to  the  Over-Due-Bill-Book. 
In  some  banks  the  Unpaid-List  is  called  the  "  Take-up- 
Book." 

Cheques  upon  other  banks  are  entered  in  the  Lists  in  the 
same  way  as  bills,  unless  the  bank  sends  a  clerk  to  the 
Clearing-house,  and  then  they  are  entered  in  the  "  Clearing- 
out-Book." 

From  this  description  it  will  be  seen,  that  when  a  sum  is 
received  to  the  credit  of  a  current  account,  it  is  entered  in 
the  Received- Waste-Book,  copied  from  thence  into  the  Day- 
Book,  and  from  thence  into  the  Current-Account-Ledger. 
When  a  cheque  is  paid  to  the  debit  of  a  current  account  it 
is  entered  from  the  cheque  itself  into  the  Paid- Waste- 
Book,  the  Day-Book,  and  the  Current- Account-Ledger. 

When  a  sum  is  received  for  a  deposit  receipt,  the  sum  is 
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entered  before  the  receipt  is  granted  in  the  Deposit- Receipt- 
Book,  and  afterwards  in  the  Received-Waste-Book  and 
Day-Book.  When  a  deposit  receipt  is  paid,  it  must  be  dis- 
oharged  in  the  Deposit-Receipt-Book,  then  entered  in  the 
Paid- Waste-Book,  and  afterwards  in  the  Day-Book. 

When  a  bill  is  discounted,  the  discount  is  calculated  by 
the  accountant,  who  at  the  same  time  observes  if  it  is  drawn 
on  a  proper  stamp,  and  is  in  every  respect  a  regular  and 
negotiable  instrument.  If  the  party  for  whom  it  is  dis- 
counted have  a  current  account,  the  full  amount  of  the 
bill  is  placed  to  his  credit,  and  he  is  debited  for  the  in- 
terest. If  he  have  no  account,  he  is  paid  the  amount  minus 
the  discount,  and  the  entry  is  made  in  the  Paid- Waste- 
Book.  The  bills  discounted  each  day  are  entered  individu- 
ally in  the  Discount-Register,  and  the  total  amount  copied 
into  the  Day-Book.  The  bills  are  also  entered  individually 
in  the  respective  accounts  in  the  Discount-Ledger,  and 
under  the  days  they  fall  due  in  the  Discount- Journal. 
When  these  bills  are  due,  the  amount  paid  each  day  is 
entered  in  the  Day-Book  in  the  cash  column,  and  the  amount 
unpaid  is  transferred  to  the  Over-Due-Bill  account,  and  is 
entered  in  the  Day-Book  in  the  transfer  column. 

When  a  bill  is  deposited,  it  is  entered  in  the  Bill- 
Register,  the  Bill-Ledger,  and  the  Journal.  When  due,  it 
is  placed  to  the  credit  of  the  party  by  whom  it  was  lodged, 
and  is  copied  from  the  Journal  into  the  Day-Book,  thence 
into  the  Current- Account-Ledger.  If  unpaid,  the  account 
is  debited  on  the  following  day,  and  the  bill  is  returned  to 
the  depositor. 

At  the  commencement  of  each  day,  all  the  entries  made 
the  preceding  day  in  the  Day-Book  are  marked  against 
the  respective  books  by  the  accountant,  or  under  his  super- 
intendence. He  also  marks  the  Cash-Book,  and  checks 
the  adding-up.    The  Customers'  Books  are  then  compared 
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with  the  Current- Account-Ledger.  The  debit  side  of  these 
books  is  usually  written  up  the  preceding  evening  from 
the  vouchers  by  the  tellers,  or  out-door  clerks.  The  ac- 
countant writes  up  the  credit  side,  and  sees  that  both 
sides  agree  with  the  Current-Account-Ledger. 


III. — The  Country  Department. 

In  this  department  is  managed  the  business  of  the 
country  banks,  and  of  those  customers  who  live  in  the 
country.  When  the  letters  are  delivered  in  the  morning 
by  the  postman,  one  clerk  takes  them,  and  enters  in  the 
Waste-Book  the  cash  enclosed  in  the  letter  to  the  credit 
of  the  respective  parties.  Another  clerk  takes  the  letters 
and  enters  the  bills  in  the  Country-Bill-Eegister,  the  Bill- 
Ledger,  and  the  Bill- Journal.  The  letters  are  then  handed 
to  a  third  clerk,  who  copies  off  into  a  book  all  the  pay- 
ments, which  are  to  be  made  immediately  in  cash.  This 
book  is  usually  called  the  Draft-book,  as  the  party  re- 
ceiving the  money  signs  a  draft  for  the  amount,  which  is 
as  good  as  signing  a  receipt.  If  the  payment  is  to  be  made 
to  a  banker,  he  receives  notice  in  a  printed  form  called  a 
memorandum;  but  if  the  payment  is  ordered  to  be  made 
to  a  private  individual,  he  must  call  for  it  and  claim  the 
exact  amount. 

A  fourth  clerk  now  takes  the  letters,  and  enters  all  the 
advices  (that  is,  bills  advised  to  be  paid  when  due)  in  the 
Advice-Book  and  in  the  Advice-Journal.  The  correspond- 
ing clerk  who  answers  the  letters  usually  manages  the 
stock  department.  Hence  he  observes  the  orders  to  pur- 
chase or  sell  stock,  to  procure  powers  of  attorney,  and 
other  business  of  that  kind.  When  writing  a  reply  to  the 
letters  received,  he  notices  if  all  the  items  in  the  letters 
are  marked  by  the  proper  clerks.    If  anything  is  wrong  he 
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is  informed  of  it.    Bankers'  letters  are  usually  short  and 
plain,  comprising  only  two  or  three  lines. 

Those  London  bankers  who  act  as  agents  to  banks,  or 
to  other  parties  in  the  country,  will  have  occasion  for  the 
following  books.  The  first  seven  are  kept  in  the  same 
manner  as  the  corresponding  books  in  the  Town  Depart- 
ment. All  the  entries  in  the  Country-Ledger,  as  well  as 
those  in  the  Town-Ledger,  must  first  pass  through  the 
Waste  and  Day-Books.  The  credit  side  of  the  Ledger  is 
posted  from  the  Bill- Journal  and  the  Day-Book.  The  debit 
side  is  posted  from  the  vouchers  themselves,  and,  like  the 
debit  side  of  the  Town- Ledger,  will  mark  against  the 
Paid-Day-Book  and  the  "  Clearing-in-Book." 

1.  A  Country-Ledger. 

2.  Country-Bill-Register. 

3.  Country-Discount-Register. 

4.  Country- Bill-Ledger. 

5.  Country-Discount-Ledger. 

6.  Country-Bill-Journal. 

7.  Country-Discount-Journal. 

8.  Advice-Book. — In  this  book  is  entered  an  account  of 
bills  advised  to  be  paid  on  account  of  the  Country  Banks. 
This  book  is  kept  ledger-wise,  each  bank  having  a  separate 
account. 

9.  Advice- Journal. — This  book  is  similar  to  the  Bill- 
Journal,  and  it  contains  the  advices  under  the  heading  of 
the  days  on  which  they  are  to  be  paid. 

10.  Credit-Book. — This  book  contains  an  account  of  the 
credit  granted  by  a  country  bank  in  favour  of  any  party- 
Each  party  has  an  account  open  for  him  in  this  book,  and 
the  amount  of  his  credit  is  placed  to  this  account.  He  is 
debited  for  such  cheques  as  he  may  draw,  and  the  cheques 
are  then  passed  to  the  debit  of  the  country  bank  in  the 
Country -Ledger. 
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11.  Acceptance-Book. — In  this  book  are  entered  those 
bills  which  have  been  received  from  the  country,  and  which 
require  the  acceptance  of  the  party  on  whom  they  are 
drawn.  The  entry  includes  the  date  when  taken  out,  the 
name  and  residence  of  the  drawee,  the  register-number* 
and  the  amount.  There  are  also  two  vacant  columns,  in 
one  of  which  the  clerk  who  takes  the  bill  for  acceptance 
enters  his  initials  when  he  brings  it  back;  in  the  second 
column  are  entered  the  initials  of  another  clerk  to  whom 
the  bills  when  "brought  in  from  acceptance"  are  de- 
livered. Though  this  book  is  connected  with  the  country 
department,  it  is  usually  kept  in  the  town  office. 

12.  Stock-Book. — London  bankers  have  usually  powers 
of  attorney  from  their  correspondents  in  the  country, 
authorizing  them  to  receive  dividends  on  the  G-overnment 
funds.  All  these  are  entered  in  a  book  called  the  Stock- 
Book.  The  book  is  divided  into  several  parts  for  the 
different  kinds  of  stock.  In  each  division  are  entered  the 
powers  of  attorney  held  by  the  bank.  The  entry  includes 
date  of  the  powers,  names  of  the  attorneys,  names  of  the 
holders  of  the  stock,  and  the  amount.  These  entries  should 
be  made  a  tolerable  distance  apart  from  each  other,  to 
leave  room  to  notice  any  alteration  that  may  take  place  in 
the  amount  of  the  stock  either  by  sales  or  new  purchases. 

Every  country  bank  keeps  an  account  with  a  London 
bank.  The  country  banker  receives  from  London  a  weekly 
statement  of  his  cash  accounts,  and  a  monthly  account 
current.  The  cash  account  is  a  copy  of  the  London 
banker's  ledger.  But  as  the  London  banker  does  not  con- 
sider as  cash  anything  which  may  not  be  immediately 
turned  into  Bank  of  England  notes,  the  cash  account  does 
not  exhibit  a  statement  of  the  undue  bills  which  the 
country  banker  may  have  remitted,  nor  of  the  bills  which 
he  may  have  advised  to  be  paid.    By  means  of  a  monthly 
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account  current  lie  has  a  full  view  of  all  these  transactions. 
On  the  credit  side  of  the  account  current  is  entered  the 
total  amount  of  each  remittance,  whether  it  consists  of 
bills  or  cash.  These  are  followed  by  entries  of  "extra" 
sums  of  cash  that  have  been  lodged  to  the  credit  of  the 
country  bank  by  parties  resident  in  London.  On  the  debit 
side  of  the  account  current  is  placed  the  total  amount  of 
the  "advices";  that  is,  of  bills  advised  to  be  paid,  and 
also  any  "  extra "  payments  of  "  drafts "  to  persons  in 
London.  Then  the  account  is  balanced,  and  we  have  an 
easy  check  by  which  any  error  that  may  have  crept  into 
either  the  cash  account  or  the  account  current  is  detected. 
For  if  both  accounts  be  correct,  the  amount  of  advices  not 
yet  due,  added  to  the  balance  of  the  account  current,  will 
be  equal  to  the  amount  of  bills  not  due,  added  to  the 
balance  of  the  cash  account. 


IV. — The  Note  Department. 

Those  banks  that  issue  notes  will  have  occasion  for: — 
A  Note-Register,  in  which  the  denomination,  number, 
and  date  of  the  notes  will  be  entered  when  prepared  for 
circulation.  The  total  amount  of  notes,  as  soon  as  they 
are  received  from  the  stamp  office,  or  at  least  as  soon  as 
they  are  signed  by  the  banker  or  manager,  are  entered  to 
the  credit  of  "  note  account,"  and  are  afterwards  taken 
down  daily  as  part  of  the  "  cash  "  in  the  possession  of  the 
bank.  If  the  notes  on  hand  be  deducted  from  the  balance 
of  the  note  account,  the  remainder  will  show  the  amount 
of  notes  in  circulation.  Another  way  is  to  open  an  account 
for  "  Notes  in  Circulation,"  and  to  credit  this  account  for 
the  notes  on  hand  every  morning,  and  debit  it  for  the 
notes  on  hand  every  night:  the  balance  will  show  the 
amount  of  notes  in  circulation.    There  should  also  be  a 
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book  for  the  "  Register  of  Cancelled  Notes,"  in  order  to 
keep  an  account  of  those  notes  which,  having  become  unfit 
for  further  use,  have  been  cancelled  and  destroyed.  The 
notes  when  cancelled  are  placed  to  the  debit  of  the  "  Note 
Account." 

V. — The  Branch  Department. 

In  those  banks  that  have  branches,  the  head-office  keeps 
an  account  with  each  branch,  in  the  same  way  as  a  London 
banker  keeps  an  account  with  a  country  bank.  There  is 
usually  an  additional  "  Bill-Register"  for  the  bills  payable 
at  branches.  Each  branch  has  also  two  Bill-Registers,  for 
bills  payable  at  the  head-office,  and  the  bills  payable  at 
branches,  and  frequently  another  for  the  bills  sent  for  col- 
lection to  agents,  where  the  branch  does  not  remit  all  its 
bills  to  the  head-office,  but  direct  to  agents  in  other  places 
in  order  to  be  collected.  Every  country  banker  has  also 
similar  Bill-Registers  for  "  Bills  payable  in  London," 
"  Bills  payable  at  Bristol,  Manchester,"  &c,  as  the  case 
may  be;  and  of  course  corresponding  accounts  must  be 
opened  in  the  General-Ledger. 

There  must  also  be  a  book  for  entering  "  Branch  Notes 
paid."  These  notes  may  either  be  placed  to  the  debit  of 
the  branch  on  the  day  they  are  paid,  or  they  may  be 
carried  daily  or  weekly  to  the  debit  of  an  account  to  be 
called  "  Branch  Note  Account,"  and  may  be  placed  to  the 
debit  of  the  branch  on  the  day  they  are  sent  home. 

VI. — The  General-Ledger? 

Into  this  Ledger,  under  the  various  accounts,  will  be 
entered  the  totals  of  the  corresponding  headings  or  accounts 

'  Sometimes  called  Impersonal  Ledger. 
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specified  in  the  Day-Book.  The  accounts  in  this  Ledger 
denote  the  various  classes  of  operations,  and  the  balances 
show  at  all  times  the  exact  state  of  the  bank.  Every 
Saturday  night  the  totals  and  balances  of  these  accounts 
should  be  taken  off  on  a  balance-sheet.  When  all  the 
debits  are  added  together,  and  all  the  credits  are  added 
together,  the  two  sides  will  agree;  that  is,  they  will  be  of 
the  same  amount.  These  balance-sheets  may  be  printed 
and  bound  together  in  a  book,  to  be  called  "  the  General- 
Balance-Book."  I  cannot  better  explain  the  General- 
Ledger  than  by  giving  the  form  of  the  weekly  balance- 
sheet,  with  the  names  of  those  accounts  which  most  banks 
have  occasion  to  introduce.  I  have  distributed  these 
accounts  into  five  classes: — 1.  Lodgments.  2.  Investments. 
3.  Expenditure.  4.  Cash  Account,  with  Branches ;  and 
5.  Proprietors'  Accounts.  Each  bank,  however,  will  open 
such  accounts  as  are  adapted  to  its  transactions.  What- 
ever books  the  business  may  render  necessary  will  require 
to  have  corresponding  accounts.  The  General- Ledger  con- 
tains the  summaries  of  all  the  other  books.  Thus,  the 
account  called  "Current-Accounts"  contains  the  summary 
of  the  Current-Account-Ledger.  The  account  called  "  De- 
posit-Receipts "  is  a  summary  of  the  Deposit-Receipt- 
Book.  The  account  called  "  Bills  discounted  "  is  a  sum- 
mary of  the  Discount-Register  and  the  Discount- Journal. 
In  this  way  every  book  in  the  office  has  a  corresponding- 
summary  in  the  General-Ledger.  Hence,  this  book  is  a 
check  upon  all  the  other  books;  and  by  means  of  these 
summaries,  the  partners  or  directors  of  a  bank  can  see  at 
once  the  actual  state  of  their  affairs,  and  can  trace  the 
progress  or  decline  of  different  branches  of  their  business. 
Every  branch  of  a  Joint-Stock  Bank  has  a  "  General- 
Balance-Book,"  and  sends  to  the  head-office  every  week  a 
balance-sheet  of  its  affairs  as  they  stood  on  the  previous 
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Saturday  night.  At  the  head-office  these  various  balance- 
sheets  are  consolidated,  and  form  a  general  statement  of 
the  affairs  of  the  whole  bank.  This  statement  comprises 
the  balance  of  the  General-Ledger  at  the  head-office,  and 
that  of  each  branch.  These  statements  are  printed  and 
bound  together  beforehand,  so  as  to  form  a  book — it  is 
called  the  Statement-Book,  and  is  laid  before  the  directors 
at  their  weekly  meetings.  The  balances  of  the  General- 
Ledger  are  given  in  the  form  on  page  47,  and  those  of  the 
Statement-Book  in  the  form  at  page  56. 

It  will  be  observed  that  the  accounts  introduced  into  the 
balance-sheet  on  page  47  are  such  as  would  be  necessary 
to  a  London  bank  that  had  country  agencies  and  branches, 
and  issued  notes.  No  such  bank  exists.  But  I  have  in- 
troduced all  these  accounts,  that  each  bank  may  take  those 
which  are  adapted  to  its  transactions.  It  will  also  be  ob- 
served that  I  have  kept  the  country  business  distinct  from 
the  town  business,  so  that  the  comparative  extent  of  each 
may  be  immediately  perceived.  I  have  introduced  cash 
columns  for  the  amount  as  well  as  the  balances;  for 
although  the  balances  are  sufficient  to  show  the  actual 
state  of  the  bank,  yet  the  amounts  are  necessary  to  show 
the  business  that  has  been  done  since  the  previous  half- 
yearly  balance. 

1.  The  first  class  of  accounts,  under  the  head  of  Lodg- 
ments, are  all  credit  accounts;  that  is,  the  balance  is  on 
the  credit  side. 

Current  Accounts  are  those  which  are  usually  kept 
by  the  London  bankers,  and  are  called  by  the  Bank  of 
England  "  Drawing  Accounts."  Deposit  Receipts  are 
more  permanent  lodgments,  upon  which  the  joint-stock 
banks  allow  interest.  The  account  "  Bills  Deposited," 
not  beini;-  a  cash  account,  might  be  omitted  without  de- 
ranging the  balance  of  the  General-Ledger.    If  introduced, 
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itsbalance  must  be  placed  on  both  sides  of  the  balance-sheet, 
or  the  totals  will  not  agree.  The  General-Ledger  is  no  check 
upon  the  accuracy  of  this  account.  It  should,  therefore, 
be  checked  periodically,  by  taking  off  the  daily  amounts 
current  from  the  Journal,  and  comparing  the  total  with 
the  balance  of  "  Bills  Deposited  in  the  General-Ledger." 

Some  banks  distribute  their  bills  deposited  into  several 
accounts,  as  "Bills  Deposited  by  Agents,"  "  Bills  Deposited 
by  Branches,"  "  Bills  Deposited  by  Private  Parties,"  &c.  &c. 
On  the  debit  side  of  the  General-Ledger  these  "  bills  de- 
posited" are  mixed  with  the  bills  discounted  in  different 
accounts,  according  to  the  places  where  the  bills  are  pay- 
able, as  "London  Bills,"  "  Manchester  Bills,"  "Branch 
Bills,"  &c.  Those  deposited  bills  that  are  payable  in  the 
place  where  the  bank  is  established,  are  usually  distin- 
guished from  the  discounted  bills;  one  account  being 
called  "Local  Bills  Discounted,"  and  the  other  "Local 
Bills  Deposited." 

Notes  in  Circulation. — When  the  notes  are  made 
payable  at  any  other  place  beside  the  place  of  issue,  this 
account  will  only  show  the  "  apparent  circulation,"  as  the 
notes  that  have  been  paid  by  the  agents,  or  at  the  other 
branches  of  the  bank,  cannot  be  brought  into  the  account 
until  they  have  been  returned  for  reissue.  I  have  classed 
this  account  under  the  head  of  Lodgments,  because  it 
denotes  a  portion  of  the  debt  due  from  the  bank  to  the 
public. 

Credits  on  Agents. — When  a  bank  grants  a  Bill,  or 
Letter  of  Credit,  upon  their  agents,  the  money  received  is 
placed  to  the  credit  of  this  account.  When  the  bill  is  due, 
or  the  credit  paid,  it  is  placed  to  the  debit  of  this  account, 
and  to  the  credit  of  the  agent's  cash  account.  The  busi- 
ness of  some  banks  requires  a  sub-division  of  their  credits, 
as    "  Credits    on    London    Agents,"  "  Credits   on    Bristol 
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Agents/'  Sic.  Some  banks  have  also  an  account  for 
"  Credits  on  Branches";  but  where  all  the  credits  granted 
are  payable  on  demand,  they  are  usually  placed  at  once  to 
the  credit  of  the  cash  account  of  the  branch  on  which  they 
are  drawn. 

2.  Investments  and  Advances. — The  accounts  belong- 
ing to  this  class  are  all  debit  accounts;  that  is,  the  balance 
(if  any)  is  always  on  the  debit  side. 

In  the  foregoing  balance-sheet  it  is  presumed  that  all 
the  bills  are  payable  in  London,  as  the  London  bankers  do 
not  always  discount  bills  payable  elsewhere.  The  division 
into  two  accounts  is  merely  to  show  the  comparative  extent 
of  the  town  and  the  country  business.  The  first  account  in- 
cludes the  bills  discounted  for  parties  resident  in  London, 
and  the  second  includes  the  bills  discounted  for  parties 
resident  in  the  country.  Where  the  bills  are  payable  at 
different  places,  they  are  referred,  as  I  have  already  in- 
timated, to  different  accounts,  as  "  London  Bills,"  "  Man- 
chester Bills,"  <fec.  It  is  not  usual,  in  these  cases,  to 
distinguish  between  the  bills  discounted  and  the  bills  de- 
posited, but  to  place  them  together  on  the  same  account ; 
for  instance,  the  account  "  London  Bills  "  would  include 
all  bills  payable  in  London,  whether  discounted  or  de- 
posited. If  thought  proper,  however,  they  may  be  easily 
divided  into  separate  accounts,  as  "  London  Bills  Dis- 
counted," and  "  London  Bills  Deposited." 

Oveb-due-Bills. — When  a  discounted  bill  is  not  paid, 
it  is  transferred  to  the  debit  of  this  account.  "  Bills  de- 
posited "  never  pass  into  this  account,  but  if  unpaid,  are 
returned  to  the  parties  by  whom  they  were  deposited. 

When  the  bank  purchases  "  Government  Stock,"  &c, 
the  purchase  money  is  passed  to  the  debit  of  an  account 
raised  for  the  purpose.  Upon  re-sale  the  account  is  credited 
for  the  money  received,  and  the  difference  between  the 

II.  E 
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money  invested  and  the  money  received  is  passed,  at  the 
end  of  the  year,  to  the  debit  or  the  credit  of  profit  and  loss 
account. 

Loans. — This  account  is  debited  for  the  amount  of  any 
loan  granted  to  a  customer,  or  to  any  other  party,  on  secu- 
rity. When  a  customer  wants  a  temporary  advance,  the 
usual  way,  in  London  banks,  is,  not  to  let  him  overdraw  his 
account,  but  to  place  to  his  credit  the  sum  he  may  require, 
and  debit  the  loan  account.  The  interest  is  charged  upon 
the  full  amount  of  the  loan.  When  the  loan  is  repaid,  this 
accouut  is  credited. 

3.  Expenditure. — The  accounts  under  this  head  require 
little  explanation.  "  Bank  Premises  "  is  debited  for  the 
expense  of  altering,  painting,  &c,  the  buildings  and  offices 
connected  with  the  bank.  The  other  accounts  are  debited 
for  the  different  classes  of  expenditure  as  they  occur.  At 
the  end  of  the  year  these  accounts  are  credited,  and  the 
several  amounts  are  placed  to  the  debit  of  profit  and  loss 
account. 

4.  Cash  Account  with  Branches. — The  title  of  this 
class  of  accounts  is  sufficiently  explanatory.  I  will  only 
observe,  that  in  some  banks  each  branch  keeps  a  distinct 
cash  account  with  every  other  branch,  and  with  the 
several  agents  of  the  bank  with  whom  it  may  have  trans- 
actions. But,  in  other  banks,  each  branch  passes  all  its 
transactions  through  its  cash  account  with  the  head-office. 
It  debits  the  head-office  for  whatever  it  may  remit  to 
either  a  branch  or  an  agent,  and  it  credits  the  head-office 
for  whatever  sums  it  may  receive  from  a  branch  or  an 
agent. 

5.  Proprietors'  Accounts. — This  class  of  accounts 
refers  to  the  internal  operations  of  the  bank. 

Paid-up  Capital. — If  the  capital  has  been  paid  up  at 
different  times,  this  account  may  be  divided  into  "  First 
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Instalment,"     "  Second     Instalment,"     "  Third     Instal- 
ment/' Ac. 

Preliminary  Expenses. — Several  joint-stock  banks 
have  passed  to  an  account  of  this  sort  the  expense  of 
forming  the  company;  and  these  expenses  are  discharged 
out  of  the  profits,  by  equal  portions,  in  the  course  of  five  or 
ten  years.  This  is  considered  a  more  equitable  mode  than 
to  pay  these  expenses  out  of  the  profits  of  the  first  two  or 
three  years. 

Surplus  or  Reserve  Fund. — When  the  whole  of  the 
annual  profits  are  not  divided  among  the  partners  or  pro- 
prietors, the  surplus  is  transferred  to  an  account  called 
"  Surplus  Fund,"  where  it  remains  for  the  purpose  of 
being  applied  to  meet  any  losses  or  contingencies  that  may 
occur  in  after  years. 

Profit  and  Loss. — To  the  credit  of  this  account  is 
placed  all  interest  and  commission  received;  and  to  the 
debit  is  placed  all  interest  paid.  These  entries  are  made 
at  the  time  the  transactions  occur.  At  the  end  of  the  year 
this  account  is  credited  for  all  the  profits  that  have  been 
made  during  the  year  upon  Government  Stock,  <fcc,  and 
is  debited  with  the  several  items  of  expenditure.  The 
Profit  and  Loss  Account  may  be  subdivided  into  several 
accounts,  as  "  Interest  Received  on  Bills  Discounted," 
"  Commission  Received,"  "  Interest  Paid  on  Deposit  Re- 
ceipts," "  Charge  for  Agency,"  &c.,  &c.  When  it  is  not 
thus  divided,  a  complete  abstract  of  the  account  should 
be  made  out  at  the  end  of  the  year. 

General  Account  of  Cash. — The  introduction  of  this 
account  makes  the  General-Ledger  a  perfect  check  upon 
the  other  books.  For  by  this  means  the  total  of  all  the 
balances  of  the  debit  side  of  the  General-Ledger  are  equal 
to  the  total  of  all  the  balances  of  the  credit  side.  To  the 
debit  of  this  account  is  passed,  every  day,  the  total  amount 
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of  the  credit  side  of  the  Day-Book ;  and  the  account  is 
credited  for  the  amount  of  the  debit  side  of  the  Day-Book; 
consequently  the  balance  of  this  account  will  be  always  on 
the  debit  side,  and  will  be  equal  to  the  difference  between 
the  sum  of  all  the  other  debit  balances,  and  the  sum  of 
the  credit  balances;  that  is,  it  will  show  the  amount  of 
cash  in  the  bank.  The  General- Ledger  is  usually  kept  on 
the  progressive  plan,  so  that  the  balance  of  any  account 
can  be  seen  upon  inspection,  and  its  progress  from  any 
past  period  can  be  distinctly  and  readily  traced. 


VII. — Periodical  Balances. 

Daily  Balance. — It  is  well  known  that  bankers  try 
their  balance  at  the  close  of  their  business  every  night, 
with  a  view  of  correcting  any  errors  that  may  have  occurred 
during  the  day.  The  process  is  very  easy.  If  to  the 
amount  of  the  Cash-Book  last  night,  we-  add  the  amount 
of  the  cash  received  to-day,  and  deduct  the  amount  of  the 
cash  we  have  paid,  the  remainder  will  be  the  amount  of 
the  Cash-Book  to-night.  If,  on  trial,  we  find  this  is  not 
the  case,  there  must  be  some  error.  Suppose,  for  instance, 
the  Cash-Book  last  night  amounted  to  =£100,000,  and  we 
have  received  =£40,000  and  paid  .£50,000  to-day,  then  will 
the  Cash-Book  to-night  amount  to  .£90,000.  The  trial 
stands  thus: — 


Cash- Hook  last  night 
Received-Day-iJook  . 


£100,000 
40,000 

£140,000 


Paid-Day-Book 
Cash-J>ook  to-night 


£50,000 
90,000 

£140,000 


The  daily  balance,  therefore,  is  nothing  more  than  the 
balance  of  the  Day-Book;  and  the  only  books  employed 
are  the  Day-Book  and  the  Cash-Book.  But  as  these  books, 
when  finally  closed,  include  the  amount  of  several  other 
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books,  the  trial  is  usually  made  (for  the  purpose  of  avoid- 
ing alterations)  on  a  half-sheet  of  paper,  called  the  trial 
paper,  previous  to  those  entries  being  made. 

Weekly  Balances. — The  daily  balauce  checks  the 
Waste-Books,  the  Discount-Register,  the  Journals,  the 
I  >a  v-Books,  the  Lists,  and  the  Money-Books.  If  any  errors 
occur  in  any  of  these  books  throughout  the  day  the  balance 
will  be  wrong.  But  the  daily  balance  does  not  check  the 
Current-Account-Ledger,  though  this  is  the  most  import- 
ant book  of  all.  The  Ledger  is  therefore  "  marked  oft' " 
every  morning  against  the  Day-Book,  the  Bill-Journal, 
and  the  Clearing-in-Book: l  but  this  is  not  a  sufficient 
check.  Hence  the  balances  of  all  the  accounts  in  the 
Current-Account-Ledger  should  be  taken  off  weekly  in  a 
book  called  the  Current-Account-Balance-Book,  and  added 
together,  and  the  amount  made  to  agree  with  the  balance 
of  "  current  accounts  "  in  the  General-Ledger.  When  the 
Ledger  is  kept  on  the  progressive  plan,  it  may  be  done 
weekly  without  much  trouble.  The  "  Current-Account- 
Balance-Book  "  should  be  ruled  so  that  the  names  of  the 
parties  having  accounts  may  be  placed  under  one  another 
at  the  left  hand,  and  all  the  rest  of  the  left-hand  page,  and 
the  whole  of  the  right-hand  page,  divided  into  double 
cash  columns — one  column  for  the  balances  of  the  accounts 
when  in  cash,  and  the  other  for  the  balances  overdrawn. 
On  this  plan  it  will  not  be  necessary  to  write  the  names 
more  than  once  in  seven  weeks. 

In  the  same  way  the  balances  of  the  Discount-Ledger 
should  be  taken  off  weekly  in  the  "  Discount-Balance- 
Book."  The  balances  of  the  General-Ledger  are  also  taken 
off  weekly  in  the  "  General-Balance-Book  "  in  the  way  I 
have  already  described. 

1  See  note  on'p.  33. 
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Half-yearly  Balance. — The  weekly  balancing  of  the 
Ledger  does  not  preclude  the  necessity  for  a  half-yearly 
balance.1  The  usual  days  for  balancing  are  the  last  days 
of  June  and  December.  Some  banks,  however,  balance  on 
the  last  Saturday  in  June  and  December,  and  others  on  the 
30th  of  June  and  on  Christmas-eve.  On  the  balancing  day 
the  following  operations  are  passed  through  the  books: — 
1.  The  Current  accounts  will  be  debited  for  any  interest 
or  commission  that  may  be  due  from  the  party  to  the 
bank. — 2.  The  Current-Account-Ledger  will  be  balanced, 
and  the  balance  will  be  brought  down  as  the  commence- 
ment of  the  transactions  of  the  ensuing  half-year. — 3. 
The  customers'  books  must  be  balanced,  and  made  to  agree 
with  the  Current-Account-Ledger. — 4.  The  interest  due 
upon  the  outstanding  deposit  receipts  must  be  calculated, 
and  the  sums  added  together. — 5.  The  General-Ledger 
must  be  balanced,  and  at  the  December  balance  the  amount 
standing  to  the  debit  of  the  several  classes  of  expenditure 
must  be  passed  to  the  credit  of  those  accounts,  and  to  the 
debit  of  profit  and  loss  account,  and  the  several  sums  of 
profit  that  have  been  realized  upon  Government  Stock, 
India  bonds,  &c,  are  transferred  to  the  credit  of  profit  and 
loss  account. 

For  each  half-year  a  book  must  be  provided  to  be  called 
the  Half -Yearly-Balance-Book.  This  Book  will  contain  the 
following  entries: — 

1.  A  balance-sheet  showing  the  balances  of  the  respect- 
ive accounts  in  the  General-Ledger  in  the  same  way  as  the 
weekly  balance-sheet. — 2.  A  debtor  and  creditor  balance- 
sheet,  showing  the  exact  condition  of  the  bank. — 3.  An 
abstract  of  the  profit  and  loss  account. — 4.  A  list  of  all  the 
balances  of  the  current  accounts. — 5.  A  list  of  all  the  out- 

1  Some  banks  have  instituted  a  quarterly  balance. 
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itanding  deposit  receipts,  and  the  interest  due  upon  each. 
— 6.  A  list  of  all  discounted  hills,  current,  i.e.,  hills  not 
yet  due. — 7.  A  list  of  all  deposited  bills  current. — 8.  A 
list  of  all  other  securities,  distinguishing  those  that  belong 
to  the  bank  from  those  that  are  lodged  by  its  customers. 

The  debtor  and  creditor  balance-sheet  will  contain  the 
same  amounts  as  the  balance-sheet  of  the  General-Ledger 
(see  page  47),  but  differently  arranged.  They  may  be 
disposed  according  to  the  form  exhibited  on  the  next 
page. 

The  abstract  of  the  profit  and  loss  account  may  be  made 
out  in  the  following  form : — 


Abstract  of  Profit  and  Loss  Account,  from  Jan.  1  to  Dec  31. 


Dr. 

To  Bank  Premises 
Furniture .     . 
Kent 

Salaries     .     . 
Directors'  fees 
Stationery 
Incidental      Ex 
penses     .     . 


Total  Expenses  .     . 

Loss  on  bad  Bills, &c. 

Rebate  of  Discount 
on  Bills  not  yet 
due  at  5%   .     .     . 

Balance  in  favour  of 
the  Bank     .     .     . 


Cr. 


By  Interest  on  Bills 
discounted ,  includ  - 
ing.rebate  brought 
from  previous  year 

By  Interest  on  Loans 

By  Interest  and  Com- 
mission on  Current 
Accounts      .     . 

By  Profit  on  Invest- 
ments, &c.    .     . 


At  the  end  of  the  year  the  final  balance  of  the  profit 
and  loss  account  is  transferred  to  other  accounts  according 
to  the  purposes  to  which  it  is  to  be  applied.     If  intended 


Statement  of  the  Affairs  of  the  Bank,  on 


Dr. 
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Due  to  the  Public 
on  Current  Ac- 
counts. 

Head  Office,  Town 

Ditto,  Country. 
Branch  A  .  .  . 
Branch  B  .  .  . 
Branch  C     .    .     . 

Total  Current  Ac- 
counts .    . 


c"} 


Deposit  Receipts 

Head  Office  .  . 

Branch  A    .  .  . 

Branch  B    .  .  . 

Branch  C     .  .  . 

Total  Deposit  Re-  \ 
ceipts  .    .     .    .    / 

Notes  in  Circulation 
Credits  on  Agents   . 

Total  Lodgments     . 

Interest  Account. 

Head  Office  .  .  . 

Branch  A    .  .  .  . 

Branch  B    .  .  .  . 

Branch  C     .  .  .  . 

Total    Amount   of 
Interest   . 


of} 


Fund  for  Bad 
Debts. 

Head  Office  .  . 

Branch  A    .  .  . 

Branch  B    .  .  . 

Branch  C     .  . 

Total    Amount 
Fund     for     Bad 
Debts  .    . 


on 

id  > 


Paid-up  Capital 

Sundry  Accounts. 

Forfeited  Shares 

Dividends   .     .     .  . 

Unclaimed  ditto .  . 

Surplus  Fund .     .  . 

Profit  and  Loss    .  . 

Total   Sundry  Ac- 1 
counts.    .    .     .    / 

Total.    .    .    . 


N.B.  Contingent  lia- 
bility : 

Acceptances  on  be- 
half of  customers. 

Endorsements     .    . 


Due  to  the  Bank  on 

Overdrawn  Accounts. 

Head  Office,  Town     .     . 

Ditto,  Country  .     .     . 

Branch  A  

Branch  B  

Branch  C  

Total    Overdrawn   Ac-  \ 
counts / 

Bills  Discounted. 
Head  Office,  Town     .     . 

Pitto,  Country  .    .    . 

Branch  A  

Branch  B  

Branch  C  


Total  Amount  of  Bills 
Discounted     ... 

Loans. 
Head  Office  .... 

Branch  A  

Branch  B  

Branch  C  


Total  Amount  of  Loans . 

Investments. 
Government  Stock    .     . 
Other  Investments    .     . 

Total  Investments     .     . 
Total  available  Assets  . 

Over-Due-Bills. 

Head  Office 

Branch  A  

Branch  B , 

Branch  C  


Total  Amount  of  Over- 
Due-Bills   .... 

sundry  Accounts. 
Stamp  Account 
PremisesAccount 

Ditto  Branch  A 

Ditto  Branch  B 

Ditto  Branch  C 

Total    .... 

General  Account  of 
Cash. 
At  Bank  of  England  . 
At  call  and  short  notice 
Head  Office  .... 

Branch  A  

Branch  B 

Branch  C  


Total  Amount  of  Cash 
Total   .... 
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to  1"'  hold  as  a  "surplus  fund,"  it  is  transferred  to  thai 
account.  If  intended  to  be  divided  among  the  proprietors, 
it  is  transferred  to  a  "  dividend  account,"  which  is  raised 
for  that  purpose.  If  the  balance  of  the  profit  and  loss 
account  should  be  against  the  bank,  then  it  must  remain 
"  on  the  wrong  side,"  until  further  profits  shall  turn  the 
balance  the  other  way. 

Besides  the  books  connected  with  the  business  of  bank- 
ing, every  joint-stock  bank  will  require, 

1.  A  Shareholders'  Kegister. — In  this  book  the 
names  of  the  shareholders  are  entered  chronologically  in 
the  order  in  which  they  become  shareholders.  The  entry 
includes  the  date,  the  name,  residence,  number  of  shares, 
and  sum  paid. 

2.  Transfer-Register. — In  this  book  are  entered  the 
transfer  of  shares  from  one  proprietor  to  another.  The 
entry  includes  date  of  transfer,  from  whom  transferred, 
residence,  ledger-folio,  to  whom  transferred,  residence, 
purchase-money,  transfer  stamp. 

3.  Proprietors'-Ledger. — In  this  ledger  each  pro- 
prietor has  an  account  open,  in  the  same  way  as  in  a  cash- 
ledger.  He  is  credited  for  the  number  of  shares,  and  an 
entry  is  made  of  the  different  instalments  he  may  pay. 
When  he  sells  or  transfers  his  shares,  he  is  debited  the 
shares,  and  they  are  placed  to  the  credit  of  the  party  who 
may  have  purchased  them.  The  entry  includes  the  date, 
number  of  register,  calls  and  transfers,  number  of  shares, 
and  amount. 

III.  We  shall  now  consider  those  Improvements  of  which 
the  above  system  is  capable,  so  as  to  render  it  more  efficient 
in  large  establishments. 

As  a  bank  increases  its  business,  it  becomes  of  importance 
to  improve  its  system  of  book-keeping,  and  to  adopt  means 
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of  increasing  the  efficiency  of  its  clerks.  A  large  estab- 
lishment can  generally  be  conducted  with  a  less  propor- 
tionate number  of  hands  than  a  small  one.  It  admits  of  a 
more  extensive  application  of  the  principle  of  a  division  of 
labour.  In  a  small  bank,  one  clerk  may  keep  two  or  three 
books  of  various  kinds,  or  perhaps  act  as  both  cashier  and 
accountant.  But  in  a  large  bank,  each  clerk  is  in  general 
kept  wholly  to  one  employment.  The  effects  of  this  separa- 
tion of  occupations  are  the  same  in  banks  as  in  manufac- 
tories ;  and  the  description  of  these  effects  given  by  Adam 
Smith  will  equally  apply  to  both  cases. 

"  The  great  increase  in  the  quantity  of  work  which,  in 
consequence  of  the  division  of  labour,  the  same  number  of 
people  are  capable  of  performing,  is  owing  to  three  different 
circumstances:  first,  to  the  increase  of  dexterity  in  every 
particular  workman ;  secondly,  to  the  saving  of  time  which 
is  commonly  lost  in  passing  from  one  species  of  work  to 
another ;  and,  lastly,  to  the  invention  of  a  great  number  of 
machines  which  facilitate  and  abridge  labour,  and  enable 
one  man  to  do  the  work  of  many." 

The  increase  of  dexterity  by  constant  practice  is  very 
observable  in  the  practice  of  "  casting  up."  A  clerk  who 
is  much  accustomed  to  this  operation  will  cast  up  a  long 
column  of  figures  with  singular  quickness  and  accuracy. 
It  is  also  very  observable  in  "  calling  over."  Besides, 
owing  to  the  abbreviations  we  have  mentioned  in  page  23, 
a  clerk  in  calling  over  will  speak  so  rapidly  that  an  un- 
practised ear  will  hardly  be  able  to  follow  him.  Mr. 
Babbage  gives  the  following  instance  of  great  dexterity 
acquired  by  practice: — 

"  Upon  an  occasion  when  a  large  amount  of  bank  notes 
was  required,  a  clerk  in  the  Bank  of  England  signed  his 
name,  consisting  of  seven  letters,  including  the  initial  of 
his   christian   name,    five   thousand  three   hundred  times 
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during  eleven  working  hours,  and  he  also  arranged  the 
notes  he  hud  signed  in  parcels  of  fifty  each."  l 

The  loss  of  time  in  passing  from  one  operation  to  another 
is  as  obvious  in  mental  processes  as  in  those  which  are 
purely  mechanical. 

"  When  the  human  hand  or  the  human  head  has  been 
for  some  time  occupied  in  any  kind  of  work,  it  cannot 
instantly  change  its  employment  with  full  effect.  The 
muscles  of  the  limbs  employed  have  acquired  a  flexibility 
during  their  exertion,  and  those  to  be  put  into  action  a 
stiffness  during  rest,  which  renders  every  change  slow  and 
unequal  in  the  commencement.  A  similar  result  seems  to 
take  place  in  any  change  of  mental  exertion;  the  attention 
bestowed  on  the  new  subject  is  not  so  perfect  at  the  first 
commencement  as  it  becomes  after  some  exercise." 

The  invention  of  expedients  for  facilitating  and  abridg- 
ing labour  is  also  as  common  in  a  bank  as  in  a  manufac- 
tory. 

Mr.  Francis  has  recorded,  in  his  "  History  of  the  Bank 
of  England,"  a  variety  of  improvements  introduced  into 
that  establishment  by  Mr.  William  Kae  Smee,  son  of  a 
former  chief  accountant. 

He  proposed  an  alteration  in  the  cheque  office,  by  which 
he  stated  that  the  work  which  employed  three  principals 
and  twenty-one  clerks  would  be  done  more  effectually  by 
two  principals  and  seven  clerks.  In  the  circulation  depart- 
ment, the  posting,  which  previously  took  fifty,  occupied 
only  eight  clerks;  whereas  the  whole  of  that  department, 
conducted  upon  the  old  system,  would  probably  have  re- 
quired before  now  a  hundred  additional  assistants.  In 
the  National  Debt  Office  Mr.  Smee  introduced  such  mea- 

1  "  The  Economy  of  Machinery  and  Manufactures. "  By  Charles 
Babbage. 

2  Ibid. 
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sures  that  "  the  directors  were  enabled  so  far  to  consult 
the  accommodation  of  the  public  as  to  enable  the  trans- 
fers in  the  various  offices  to  be  made  eight  or  nine  days 
later  than  usual,  the  business  which  formerly  occupied 
about  thirty-two  days  being  accomplished  in  about  twenty- 
three.1 

Similar  improvements  have  been  introduced  into  com- 
mercial book-keeping. 

"  The  old  method  of  journalizing  and  posting  each  trans- 
action separately  unnecessarily  swells  the  accounts  in  the 
ledger  with  a  multiplicity  of  figures,  which  greatly  increases 
the  difficulty  of  balancing,  and,  to  say  nothing  of  extra 
labour  and  loss  of  time,  the  liability  to  error  is  always  in 
proportion  to  the  number  of  entries,  and  vice  versa.  If  a 
hundred  sums  are  posted  when  one  would  answer,  then  a 
hundred  chances  of  error  are  incurred  where  only  one  was 
necessary;  and  in  the  event  of  an  error  in  adjusting  the 
accounts,  a  hundred  entries  must  be  called  over  and  ex- 
amined instead  of  one." a 

The  expedients  introduced  to  improve  any  system  of 
book-keeping  have  for  their  object  either  the  saving  of 
time  directly  by  abbreviating  the  entries,  or  to  save  time 
indirectly  by  new  modes  of  preventing  or  detecting  errors. 
And  it  may  be  observed,  that  a  minute  alteration,  hardly 
worthy  of  being  adopted  in  a  small  bank,  where  it  would 
save  but  a  few  minutes  a  day,  may  be  very  properly 
adopted  in  a  large  establishment,  where  the  time  saved 
would  be  in  proportion  to  the  greater  extent  of  business. 
Sometimes  an  entry  may  be  shortened  by  omitting  some  of 
the  particulars.  Thus,  where  we  have  been  accustomed  to 
enter  with  every  bill — the  name  of  the  last  indorser — the 

1  "  History  of  the  Bank  of  England:  its  Times  and  Traditions.'" 
By  John  Francis.    Vol.  ii,  p.  141. 

2  "Double  Entry  Elucidated."     By  B.  P.  Foster.     P.  18. 
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drawer  and  his  residence — the  acceptor  and  his  residence 

— the  date,  term  when  due,  and  the  amount — w<-  may 
properly,  perhaps,  omit  some  of  these  items.  Or  where  we 
have  repeated  the  same  entry  in  several  books,  we  may 
enter  it  in  fewer  books — or,  perhaps,  make  the  individual 
entries  in  only  one  book,  and  enter  the  total  amount  in  the 
others — or,  at  other  times,  the  whole  form  of  a  book  may 
be  changed,  and  we  may  by  a  new  arrangement  obtain 
the  same  results  more  clearly  and  in  less  time.  Almost 
every  bank  will  occasionally  make  some  alteration  of  this 
kiud  as  its  business  may  require.  And  even  each  ac- 
countant has  usually  some  little  expedients  of  his  own  for 
facilitating  his  daily  operations.  We  will  notice  a  few  of 
those  amendments  that  have  been  adopted  with  the  view 
of  saving  time  and  labour  in  some  of  our  banking  estab- 
lishments. 

Some  large  banks  have  adopted  the  "  horizontal  system 
of  book-keeping,"  which  is  in  some  respects  an  improve- 
ment on  the  system  described  in  the  former  editions  of 
this  work.  The  chief  difference  is  in  the  mode  of  ruling 
the  Received  and  the  Paid- Waste-Books. 

The  Received- Waste-Book,  instead  of  being  ruled  as 
described  on  page  28,  has  four  cash  columns,  three  at  the 
left  hand  as  you  face  the  book,  and  the  fourth  at  the  right 
hand,  with  a  space  between  the  third  and  the  fourth.  The 
different  items  of  a  credit  entry,  instead  of  being  placed 
under  one  another,  as  in  the  former  system,  will  be  placed 
separately  in  the  first  three  columns,  and  the  total  in  the 
fourth  column.  Thus,  if  a  sum  of  d£543  10s.  Id.  be  re- 
ceived from  Mr.  Smith,  and  this  sum  consists  of  =£3  10s.  Id. 
in  coin  or  money,  J2100  in  a  Bank  of  England  note,  and 
=£440  in  a  cheque  on  Jones,  Loyd  &  Co.,  the  entry  will 
stand  thus : 
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Money. 

Bank 

Notes. 

Sundries. 

Name. 

Total. 

£ 
3 

s. 
10 

d. 

7 

£ 

100 

1 

£ 
440 

s. 
0 

d. 
0 

Smith. 
Jones,  Loyd  &  Co. 

£ 
543 

s. 
10 

d. 

7 

Thus  it  is  seen  that  the  first  column  is  for  money,  the 
second  column  for  bank  notes,  and  the  third  column  for 
"sundries";  that  is,  for  all  other  articles;  and  these 
three  columns  are  added  together  "  horizontally,"  and  the 
total  brought  out  into  the  fourth  cash  column  at  the  right 
hand.  It  will  be  observed,  that  the  cashier  has  to  add  the 
items  together,  not  longways,  but  crossways — not  longi- 
tudinally, but  "  horizontally."  After  a  little  practice  one 
way  is  just  as  easy  as  the  other. 

Some  cashiers  prefer  having  two  columns  only  at  the 
left  hand,  and  two  at  the  right  hand,  with  the  space  be- 
tween the  second  and  third  column,  as  the  numbers  of  the 
bank  notes,  and  the  names  of  the  bankers  on  whom  the 
cheques  are  drawn,  can  then  be  placed  on  the  same  line, 
but  this  is  not  a  matter  of  much  consequence. 

Now,  if  you  "  cast-up  "  the  first  left-hand  column,  you 
will  have  at  the  close  of  the  day  the  total  amount  of  money, 
i.e.,  coin,  received  during  the  day.  If  you  cast  up  the 
second  column,  you  will  have  the  total  amount  of  bank 
notes.  The  third  column  will  give  the  total  amount  of 
"  sundries."  And  the  amount  of  these  three  columns  to- 
gether will  be  equal  to  the  fourth  column,  containing  the 
total  amount  of  the  credits.  If  this  should  not  be  the  case, 
there  must  be  some  error,  which  must  be  discovered  forth- 
with. Thus  the  Horizontal-Received- Waste-Book  is  a  check 
upon  itself.  As  soon  as  the  cashier  gets  to  the  bottom  of  a 
page  he  casts  up  his  book,  and  sees  that  the  three  columns 
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are  exactly  equal  to  the  fourth.  Thus  he  keeps  his  book 
right  as  he  goes  <>n.  Whereas,  in  the  former  system,  any 
error  in  the  Received-Waste-Book  would  not  be  dis- 
covered till  the  General  Balance  was  tried  at  the  close  of 
business,  and  not  then,  perhaps,  until  after  a  long  course 
of  "  marking  off." 

To  simplify  my  explanation,  I  have  described  the  Re- 
ceived-Waste-Book as  having  only  four  cash  columns,  and 
these  are  perhaps  enough  for  a  small  bank.  But  large 
establishments  have  sometimes  seven  or  eight,  perchance 
in  the  following  order: — 1.  Money,  i.e.,  coin.  2.  Bank 
notes.  3.  Parcels  of  bank  notes,  called  sundries.  4. 
Country  notes.  5.  Cheques  on  clearing  bankers.  6. 
Cheques  on  bankers  who   do  not  clear.     7.    Cheques  on 

our  own  bank. a  space.     8.  The  total  amount  of 

the  credit. 

The  Horizontal-Paid- Waste-Book  is  ruled  with  three 
cash  columns.  One  to  the  left  for  the  amount  of  the 
cheque  paid;  then  an  open  space  for  the  name;  then  a 
column  for  the  bank  notes,  and  another  for  the  money,  i.e., 
coin.  The  London  bankers  do  not  pay  away  any  bills  or 
country  notes  in  exchange  for  cheques,  but  only  Bank  of 
England  notes  and  coin.    The  entry  stands  thus: 


Amount  of  Cheque. 

Name  and 
No.  of  Bank  Note. 

Bank 
Notes. 

Money. 

£ 
101 

s. 
4 

d. 
3 

White.        1473. 

£ 
100 

£ 
1 

s. 
4 

d. 
3 

The  amount  of  the  columns  containing  the  bank  notes 
and  the  money  will  of  course  be  equal  to  the  column  con- 
taining the  amount  of  the  cheques.  And  thus  this  Paid- 
Waste-Book  contains  a  check  upon  itself. 
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The  Horizontal-Paid- Waste-Book  may  have  at  the  left 
hand  two  cash  columns,  one  for  the  town  and  the  other 
for  the  country  departments,  and  also  a  separate  column 
for  the  country  notes;  thus: 


Town. 


Country. 


Country 

Notes. 


Name. 


Bank 

Notes 

Money. 

Paid. 

This  prevents  the  necessity  for  having  both  a  Town  and  a 
Country  Paid- Waste-Book,  while  the  two  departments  are 
still  kept  distinct.  The  country  notes  are  also  separated, 
and  can  be  checked  by  themselves.  When  all  are  added 
together,  the  total  of  the  three  columns  at  the  left  must  be 
equal  in  amount  to  the  total  of  the  two  columns  at  the 
right  hand.  The  articles  paid  must  be  equal  to  the  bank 
notes  and  money  which  were  issued  in  payment. 

We  shall  now  point  out  some  of  the  advantages  of  the 
horizontal  system  of  keeping  the  Waste-Books. 

First.  As  all  the  receipts  and  payments  of  money,  i.e., 
coin,  are  entered  individually  in  the  Received  and  Paid- 
Waste-Books,  and  the  amounts  added  together,  it  will  not 
be  necessary  that  these  sums  be  copied  individually  into 
the  Money-Book.  The  total  amount  only  of  each  column 
is  entered  in  the  Money-Book  at  the  close  of  the  day's 
business,  and  the  Money-Book  is  balanced.  Thus,  all  the 
time  employed  in  making  the  entries  individually  in  the 
Money-Book  is  saved. 

Secondly.  As  all  the  credits  to  current  accounts  are 
added  together  in  the  Received- Waste-Book,  it  is  not  neces- 
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lary  they  should  be  entered  individually  in  the  Day-Book. 
They  can  l><'  individually  posted  direct  into  the  Ledger, 
and  the  total  only  be  entered  in  the  Day-Book.  The  same 
re  mark  will  apply  to  the  Paid- Waste-Book.  This  is  another 
saving  of  time  and  labour. 

Thirdly.  Every  Waste-Book,  as  we  have  already  inti- 
mated, is  a  check  upon  itself.  We  have  spoken  of  a  Re- 
ceived-Waste-Book, and  a  Paid-Waste-Book,  as  though  a 
bank  had  but  one — and  in  small  banks  this  is  the  case. 
But  in  large  banks,  there  are  seven  or  eight  cashiers  or 
more,  each  having  a  Received- Waste-Book  and  a  Paid- 
Waste-Book  for  the  town  department,  and  another  Re- 
ceived-Waste-Book and  Paid-Waste-Book  for  the  country 
department,  with  a  Supplementary-Received- Waste-Book, 
and  a  Supplementary-Paid -Waste-Book,  and  a  Money- 
Book  besides.  Now,  it  is  a  great  advantage  to  have  the 
means  of  keeping  all  these  books  free  from  errors  during 
the  day,  and  to  know  at  night  that  they  are  all  correct. 
If  the  "  Balance  "  be  wrong,  the  field  of  inquiry  is  thus 
very  much  limited,  and  the  time  that  would  otherwise  be 
employed  in  checking  the  Waste-Books  is  devoted  to  the 
examination  of  the  other  books  of  the  bank. 

Fourthly.  This  plan  gives  the  means  of  checking  separ- 
ately those  items  that  have  a  column  appropriated  to 
them.  Take,  for  example,  the  column  of  bank  notes.  If 
we  add  to  the  amount  of  bank  notes  on  hand  last  night 
the  amount  received  to-day,  and  deduct  the  amount  paid 
away,  the  remainder  should  be  the  amount  on  hand  to- 
night. When  this  is  the  case  the  bank  notes  are  right. 
In  the  same  way  we  may  check  the  money  columns,  the 
clearing  columns,  <fcc.  Thus,  when  the  trial  balance  is 
wrong,  we  can  check  these  items  separately,  and  thus 
more  readily  discover  the  error.  Without  this  expedient  we 
should  have  to  "  mark  off  "  the  whole  business  of  the  day. 

II.  f 
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It  will  be  observed  that  the  above  Waste-Books  refer 
only  to  receipts  and  payments  on  current  accounts.  All 
other  receipts  and  payments  are  entered  in  a  Supple- 
mentary-Receipt-Book and  a  Supplementary- Paid-Book. 
These  books  are  ruled  in  the  same  way  as  the  other  Waste- 
Books,  and  they  embody  entries  in  connection  with  deposit 
receipts,  received  or  paid,  credits  or  debits  to  interest 
accounts,  debits  to  salaries,  taxes,  incidental  accounts, 
&c,  &c.  All  these  items  are  then  entered  in  the  Day-Book, 
from  whence  they  are  posted  into  the  G-eneral-Ledger.  A 
book  is  also  provided,  usually  called  a  Transfer- Book,  in 
which  are  entered  all  the  cheques  on  the  bank  paid  in  by 
other  customers,  as  these  merely  cause  a  transfer  of  the 
amount  from  one  customer  to  another. 

Books  which  are  designed  chiefly  as  registries  or  sum- 
maries should  be  kept  on  the  horizontal  system.  Thus,  a 
London  bank  which  keeps  an  account  with  the  Bank  of 
England,  will  have  to  lodge  to  its  credit  notes,  gold,  silver, 
post-bills,  cheques,  dividend  warrants,  &c. 

To  keep  a  registry  of  this,  a  book  may  be  opened  hori- 
zontally— the  first  column  at  the  left  hand  being  the  date ; 
then  the  articles  entered  over  separate  columns,  at  the  top 
of  the  page;  afterwards  a  column  for  the  total  amount  of 
all  these  items — then  a  credit  column  for  the  cheques 
drawn  each  day — and  then  the  daily  balance.  If  this  book 
be  made  of  such  a  size  as  to  contain  about  thirty  lines, 
then  each  page  will  contain  the  transactions  of  a  month. 
And,  by  adding  up  the  columns,  the  figures  at  the  bottom 
of  the  page  will  show  the  separate  amounts  of  notes,  gold, 
silver,  &c,  paid  into  the  Bank  of  England  in  the  course 
of  a  month.  By  comparing  the  different  pages,  it  will  be 
seen  on  what  months  the  largest  or  the  smallest  sums  are 
paid  into  the  bank. 

In  constructing  Tables  it  is  also  best  to  follow  the  hori- 
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lontal  system.  Thus,  to  keep  a  record  of  the  weekly  re- 
turns of  the  Bank  of  England,  it  is  best  to  arrange  the 
items  into  columns,  with  the  heading  at  the  top  of  each 
column — the  first  column  containing  the  dates  of  the 
several  returns.  It  will  then  be  easy  to  trace  the  fluctua- 
tions  in  any  one  item;  such,  for  instance,  as  the  "Public 
Deposits,"  "the  Private  Deposits,"  "the  Best,"  <fcc,  &c. 
Some  of  the  Returns  published  in  the  Appendix  to  the 
Parliamentary  Evidence  of  1847  have  been  arranged  on 
this  principle. 

We  will  now  notice  some  further  improvements  that 
have  sometimes  been  adopted  by  large  banks  in  their 
system  of  book-keeping.  The  great  object  of  all  these 
improvements  is,  as  we  have  already  mentioned,  either  to 
save  time  directly,  in  making  the  entries,  or  indirectly,  by 
preventing  or  discovering  errors.    These  are — 

1.  The  abolition  of  the  Discount-Register.  Here  the 
bills  are  entered  at  once  in  the  Discount-Ledger,  under 
the  names  of  the  respective  parties  for  whom  they  are  dis- 
counted; and  the  total  amount  of  bills  discounted  each 
day  is  entered  in  the  Day-Book  from  the  Interest-Book, 
which  contains  the  calculations  of  discount.  The  only 
objection  to  this  plan  is,  that  the  space  in  the  Discount- 
Ledger  does  not  admit  of  so  full  a  description  of  the  bill 
as  is  usually  given  in  the  Discount-Register.  The  Bill- 
Register  is  also  abolished  in  the  same  way. 

2.  The  adoption  of  a  Check-Ledger  facilitates  the  dis- 
covery of  errors,  and  thus  diminishes  the  time  employed 
in  searching  for  them.  Though  this  book  is  called  a 
Check-Ledger,  it  is  not  kept  ledger-wise.  It  is  ruled  with 
a  cash  column  on  each  side  of  the  page.  In  the  column 
opposite  your  left  hand  you  enter,  from  the  cheques  them- 
selves, all  the  cheques  paid  during  the  day.  In  the  right- 
hand  column  you  enter,  from  the  Received- Waste-Books, 
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all  the  credits  of  the  day.  When  you  add  up  these  two 
columns,  they  will  of  course  agree  with  the  amounts  of 
the  Paid- Waste-Book  and  the  Eeceived- Waste-Book.  Thus 
the  accuracy  of  the  Check-Ledger  is  insured.  Now,  where 
the  balances  of  the  Current-Account-Ledger  are  checked 
every  week,  you  employ  the  Check-Ledger  to  test  their 
accuracy  in  this  way.  If  to  the  amount  of  the  balances  of 
the  Current-Account-Ledger  last  week,  you  add  the  total 
credits  entered  in  the  Check-Ledger  during  the  week,  and 
deduct  the  total  debits  entered  in  the  Check-Ledger  during 
the  week,  the  remainder  will  show  the  total  amount  of  the 
balances  of  the  Current- Account-Ledger  for  the  present 
week.  Each  Current-Account-Ledger  will  have  a  Check- 
Ledger,  and  thus  each  Ledger  will  be  checked  separately, 
so  that  when  the  total  balance  is  wrong,  it  will  at  once  be 
seen  in  which  Ledger  the  error  has  occurred. 

Time  is  sometimes  lost  by  a  clerk  taking  up  the  wrong 
book — opening  it,  putting  it  down,  and  then  taking  up  the 
right  one.  A  cashier,  for  instance,  will  sometimes  take  up 
the  Paid- Waste-Book  instead  of  the  Eeceived- Waste-Book. 
To  prevent  this,  the  two  books  may  have  covers  of  different 
colours — one  white,  the  other  green.  Time  may  be  lost 
by  two  clerks  wanting  the  same  book  at  the  same  time. 
The  ledger-keeper  may  want  to  post  from  the  Eeceived- 
Waste-Book  when  the  cashier  is  using  it.  To  prevent  this, 
there  may  be  two  sets  of  Waste-Books — one  for  Mondays, 
Wednesdays,  and  Fridays,  and  the  other  for  Tuesdays, 
Thursdays,  and  Saturdays;  and,  to  prevent  mistakes,  the 
names  of  the  days  should  be  written  in  large  letters  on  the 
covers  of  the  books. 

IV.  We  will  now  make  a  comparison  between  the  system 
of  Book-keeping  practised  by  Merchants  and  that  practised 
by  Bankers. 
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The  merchants  have  their  Waste-Book,  Journal,  Ledger. 
The  bankers  haw  their  Waste-Book-,  Day-Book,  Ledger. 

In  both  eases  the  Waste-Book  is  the  book  in  whieh 
transactions  are  first  entered.  But  this  book  is  capable  of 
subdivision:  it  contains  a  record  of  various  transactions, 
some  of  which  may  be  entered  in  separate  books.  Bankers 
have  their  Received,  Paid,  and  Supplementary  Waste- 
Books;  also  their  Deposit-Receipt-Book,  Discount-Regis- 
ters, and  other  books  subsidiary  to  the  Waste-Book.  So 
merchants  have  their  Waste-Books  subdivided  into  various 
books,  according  to  the  nature  of  the  transactions.  There 
is  the  Invoice-Book,  containing  an  account  of  all  goods 
purchased;  the  Sales-Book,  containing  an  account  of  all 
goods  sold;  a  book  for  "Bills  Receivable,"  containing  a 
list  of  all  bills  in  the  merchant's  hands,  which  when  due 
he  will  receive;  another  for  bills  payable,  containing  a  list 
of  all  bills  he  has  accepted,  and  which  when  due  he  will 
have  to  pay;  a  Cash-Book,  containing  an  account  of  all 
cash  he  receives  or  pays  away;  and  several  others,  varying 
according  to  the  character  and  extent  of  the  business. 
Now  all  these  subdivisions  of  the  merchant's  Waste-Book 
resemble  those  of  the  banker's  in  two  things: — first,  they 
are  all  kept  chronologically — they  contain  a  record  of  the 
transactions  in  the  order  of  time  in  which  they  occurred; 
and,  secondly,  all  the  transactions  thus  recorded  must 
afterwards,  upon  the  system  of  double  entry,  pass,  either 
individually  or  in  totals,  through  the  book  which  mer- 
chants call  a  Journal,  and  bankers  call  a  Day-Book. 

The  words  "Journal"  and  "Day-Book"  have  the  same 
meaning,  and  in  this  instance  the  use  of  the  two  books  is 
similar.  But  in  the  merchant's  Journal  individual  trans- 
actions may  be  entered,  while  in  the  banker's  Day-Book 
they  are  always  entered  in  totals.  Thus  the  total  amount 
of  "  Bills  Discounted,"  and  the  total  amount  of  credits 
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and  payments  on  current  accounts,  are  entered  in  the  Day- 
Book,  but  not  the  individual  items.  Another  difference  is, 
that  over  each  entry  in  the  merchant's  Journal  you  state  to 
what  account  it  is  to  be  posted;  for  every  entry  is  posted 
to  two  accounts — to  the  debit  of  one  account,  and  to  the 
credit  of  the  other.  And  this  is  denoted  by  Dr.  being 
placed  before  the  name  of  the  account  to  be  debited. 
Thus,  if  a  merchant  buys  some  goods  for  ready  money, 
the  journal  entry  is  preceded  by — 

Goods  Dr.  to  Cash; 

implying  that  the  account  "  Goods  "is  to  be  debited,  and 
the  account  "Cash"  to  be  credited.  On  the  other  hand, 
if  he  sells  goods  for  ready  money,  the  transaction  will  be 
journalized  thus: — 

Cash  Dr.  to  Goods. 

If  he  sells  goods  upon  credit  to  John  Brown,  it  will  be — 

John  Brown  Dr.  to  Goods. 

If  he  sells  goods  for  a  bill  of  exchange,  it  will  be — 

Bills  receivable  Dr.  to  Goods. 

If  he  sends  goods  abroad,  as  a  speculation,  in  the  ship 
Adventure,  he  may  raise  an  account  for  the  ship,  and 
say— 

Ship  Adventure  Dr.  to  Goods. 

The  entries  in  the  banker's  Day-Book  are  made  daily, 
but  the  entries  in  the  merchant's  Journal  are  generally 
made  once  a  month. 

The  Ledger. — We  have  stated  that  in  the  merchant's 
Ledger  every  entry  is  made  twice — one  account  being 
debited,  and  another  credited — and  these  two  accounts  are 
indicated  in  the  Journal.  This  is  what  is  called  book- 
keeping by  double  entry.    If  it  be  asked,  whether  bankers 
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keep  their  hooks  by  double  entry? — the  answer  is,  that 
those  bankers  who  have  no  General-Ledger  (and  this  is 
the  case  with  not  a  few  of  the  private  bankers)  do  not 
keep  their  books  by  double  entry.  The  Current- Account- 
Ledger  is  not  kept  by  double  entry.  It  contains  none  but 
personal  accounts,  and  its  accuracy  is  tested  only  by  the 
periodical  balancings.  The  banker's  Ledger,  which  corre- 
sponds in  this  respect  with  the  merchant's  Ledger,  is 
not  the  Current-Account-Ledger,  but  the  General-Ledger. 
This  is  kept  by  double  entry.  In  a  ledger  kept  by  double 
entry,  the  sum  of  all  the  debit  balances  will  be  equal  to 
the  sum  of  all  the  credit  balances ;  and  the  sum  of  all  the 
debit  amounts  will  be  equal  to  the  sum  of  all  the  credit 
amounts.  When  this  is  not  the  case  there  is  an  error  in 
some  of  the  accounts.  This  is  the  case  with  the  banker's 
General-Ledger.  But,  as  the  transactions  are  not  posted 
individually,  but  only  in  totals,  the  double  entry  does  not 
appear  on  the  face  of  the  accounts.  Thus,  if  a  bill  be  dis- 
counted for  a  customer,  and  the  amount  placed  to  the 
credit  of  his  current  account,  the  Journal  entry,  on  the 
principle  of  mercantile  book-keeping,  would  stand  thus: — 

Bills  discounted  Br.  to  Current  Accounts. 

But  the  bill  discounted  is  placed  to  the  debit  of  the  account 
of  "  Bills  Discounted,"  in  a  total  of  all  the  bills  discounted 
on  that  day.  And  the  amount  is  placed  to  the  credit  of 
Current  Accounts,  in  the  total  of  all  the  sums  received  to 
the  credit  of  Current  Accounts  on  that  day.  Thus,  the 
"  double  entry,"  though  equally  real,  is  not  so  apparent  as 
though  the  transactions  were  posted  individually. 

So,  again,  if  a  country  banker  should  discount  a  bill, 
and  the  customer  ask  for  a  draft  on  his  agent  iu  London, 
the  Journal  entry,  on  the  commercial  system,  would  stand 
thus: — 
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Bills  Discounted  Dr.  to  Drafts  on  London. 

It  would  go  to  the  debit  of  "  Bills  Discounted,"  in  the 
total  of  all  the  bills  discounted  that  day,  and  it  would  go 
to  the  credit  of  "  Drafts  on  London,"  in  the  total  of  all  the 
drafts  on  London  issued  on  that  day. 

The  accounts  in  a  merchant's  Ledger  are  usually  classified 
into  Personal  Accounts,  Eeal  Accounts,  and  Profit  and  Loss 
Accounts.  The  Personal  Accounts  are  the  accounts  of 
persons  who  may  owe  the  merchant  money,  or  to  whom  he 
may  owe  money.  The  Real  Accounts  are  accounts  denoting 
property,  such  as  cash,  bills  receivable,  bills  payable,  mer- 
chandise, ship  adventure,  &c.  The  Profit  and  Loss  accounts 
are  rent,  commissions,  expenses,  and  all  other  accounts 
which  are  ultimately  transferred  to  the  debit  or  the  credit 
of  the  Profit  and  Loss  Account. 

The  banker's  General-Ledger  has  no  Personal  Accounts, 
as  these  are  all  kept  in  the  Current- Account-Ledger.  The 
usual  accounts  are  those  I  have  enumerated  in  page  45, 
and  are  all  either  Real  Accounts  or  Profit  and  Loss 
Accounts. 

It  would  be  possible  (but  not  desirable)  to  introduce  all 
the  Personal  Accounts  into  the  banker's  General-Ledger, 
and  thus  to  form  the  Current-Account-Ledger  and  the 
General-Ledger  into  one,  and  keep  the  whole  by  double 
entry.  In  this  case  we  should  omit  the  totals  of  Current 
Accounts,  now  introduced  into  the  General-Ledger,  and 
insert  every  transaction  individually.  If  John  Brown 
drew  a  cheque  on  the  bank,  the  Journal  entry  would  stand 

thus: — 

John  Brown  Dr.  to  Cash. 

And  if  he  paid  in  money  to  his  credit,  the  Journal  entry 
would  stand  thus: — 

Cash  Dr.  to  John  Brown. 
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All  the  entries  passed  to  the  Dr.  and  Cr.  of  these  Personal 
Accounts  would  of  course  pass  to  the  Cr.  and  Dr.  of  Cash. 
Indeed,  all  the  entries  to  the  Dr.  and  Cr.  of  Cash  would 
be  the  same  as  are  now  made  in  the  Check-Ledger,  except 
thai  the  debtor  column  would  be  called  creditor,  and  the 
creditor  column  would  be  called  debtor.  By  the  use  of 
such  a  Check-Ledger  as  we  have  described  on  page  67  (for 
there  are  various  kinds  of  Check-Ledgers),  the  Current 
Accounts  are  virtually  kept  by  double  entry;  and  we  have 
the  additional  advantage  that,  when  there  is  more  than 
one  Ledger,  we  are  enabled  to  check  each  Ledger  sepa- 
rately. 

To  accountants  in  banks  where  a  General-Ledger  is  not 
kept,  it  appears  strange  that  "  Cash  "  should  be  credited 
for  money  which  is  paid  away  and  debited  for  money  which 
is  received.  But  this  strangeness  will  vanish,  if  for  the 
word  "  Cash  "  they  fix  in  their  minds  the  word  "  Cashier." 
If  they  had  an  account  with  a  cashier,  they  would  of 
course  debit  him,  as  they  do  their  banker,  for  all  moneys 
they  paid  into  his  hands,  and  credit  him  for  all  moneys 
they  drew  out.  And  the  difference  between  the  amounts 
of  these  debits  and  credits  would  be  the  balance  either  in 
their  favour  or  against  them. 

In  thus  comparing  the  commercial  and  the  banking 
systems  of  book-keeping,  I  have  hitherto  supposed  that  all 
merchants  keep  their  books  by  double  entry.  But  this  is 
not  always  the  case  with  the  smaller  houses.  And  then  their 
system  more  nearly  resembles  the  system  of  those  bankers 
who  do  not  keep  a  General-Ledger. 

"  In  keeping  books  by  single  entry,  the  Daily-Books  are 
kept  in  the  same  manner  as  in  double  entry,  with  the  ex- 
ception of  a  column  of  reference  to  the  Ledger  in  each 
book,  which  takes  the  place  of  a  column  of  reference  in  the 
Journal — this  book  being  dispensed  with.    The  entries  are 
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posted  directly  from  the  Daily-Books  into  the  Ledger.  In 
the  Ledger,  by  single  entry,  strictly  speaking,  there  ought 
to  be  only  one  kind  of  accounts ;  namely,  Personal  Ac- 
counts, including  all  persons  to  whom  a  merchant  becomes 
indebted,  and  all  persons  who  become  indebted  to  him."1 

It  will  be  seen  from  this  account,  that,  in  mercantile 
book-keeping  by  single  entry,  the  merchant's  Ledger  re- 
sembles the  Current  Account-Ledger  of  the  banker.  In 
single  entry  the  merchant  dispenses  altogether  with  his 
Journal ;  but  the  banker  usually  retains  his  Day-Book, 
even  when  he  does  not  keep  a  General-Ledger.  But,  in  this 
case,  the  Day-Book  contains  only  the  debits  and  credits, 
individually,  of  the  Current  Accounts,  which  are  posted 
afterwards  into  the  Current- Account-Ledger.  In  the  hori- 
zontal system,  as  we  have  stated,  the  debits  and  credits  of 
the  current  accounts  are  not  entered  individually  in  the 
Day-Book,  but  the  total  amounts  are  taken  from  the  Paid 
and  Received-Waste-Books. 

1  "Wallace's  Pocket  Guide  to  Commercial  Book-Keeping. " 
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SECTION  XXVI. 

THE    BANK    OF    ENGLAND. 

THE  history,  constitution,  and  administration  of  the 
Bank  of  England  up  to  the  year  1828  have  been  traced 
in  an  early  chapter  of  the  present  edition,  and,  later  on, 
are  continued  to  several  years  after  the  passing  of  the  all- 
important  Bank  Charter  Act  of  1844  (7  &  8  Vict.,  c.  32), 
the  provisions  of  which  are  as  follows: 

An  Act  to  regulate  the  Issue  of  Bank  Notes,  and  for 
giving  to  the  Governor  and  Company  of  the  Bank  of  Eng- 
land certain  Privileges  for  a  limited  Period. 

[19th  July,  1844.] 

Bank  to  establish  a  separate  department  for  the  issue  of 

Notes. 

Whereas  it  is  expedient  to  regulate  the  issue  of  bills  or 
notes  payable  on  demand :  and  whereas  an  act  was  passed 
in  the  4th  year  of  the  reign  of  his  late  Majesty  King 
William  the  Fourth,  intituled  "  An  Act  for  giving  to  the 
corporation  of  the  Governor  and  Company  of  the  Bank  of 
England  certain  privileges  for  a  limited  period,  under  cer- 
tain conditions  ";  and  it  is  expedient  that  the  privileges  of 
exclusive  banking  therein  mentioned  should  be  continued 
to  the  said  Governor  and  Company  of  the  Bank  of  Eng- 
land, with  such  alterations  as  are  herein  contained,  upon 
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certain  conditions:  may  it  therefore  please  your  Majesty 
that  it  may  be  enacted;  and  be  it  enacted,  &c,  that  from 
and  after  the  31st  day  of  August,  1844,  the  issue  of  pro- 
missory notes  of  the  Governor  and  Company  of  the  Bank 
of  England,  payable  on  demand,  shall  be  separated  and 
thenceforth  kept  wholly  distinct  from  the  general  banking 
business  of  the  said  governor  and  company;  and  the  busi- 
ness of  and  relating  to  such  issue  shall  be  thenceforth  con- 
ducted and  carried  on  by  the  said  governor  and  company 
in  a  separate  department  to  be  called  "  The  Issue  Depart- 
ment of  the  Bank  of  England,"  subject  to  the  rules  and 
regulations  hereinafter  contained;  and  it  shall  be  lawful 
for  the  court  of  directors  of  the  said  governor  and  company, 
if  they  shall  think  fit,  to  appoint  a  committee  or  committees 
of  directors  for  the  conduct  and  management  of  such  issue 
department  of  the  Bank  of  England,  and  from  time  to  time 
to  remove  the  members  and  define,  alter,  and  regulate  the 
constitution  and  powers  of  such  committee,  as  they  shall 
think  fit,  subject  to  any  bye-laws,  rules  or  regulations 
which  may  be  made  for  that  purpose:  provided  neverthe- 
less, that  the  said  issue  department  shall  always  be  kept 
separate  and  distinct  from  the  banking  department  of  the 
said  governor  and  company. 

Management  of  the  issue  by  Bank  of  England. 

2.  That  upon  the  31st  day  of  August,  1844,  there  shall 
be  transferred,  appropriated,  and  set  apart  by  the  said 
governor  and  company  to  the  issue  department  of  the 
Bank  of  England  securities  to  the  value  of  fourteen  million 
pounds,  whereof  the  debt  due  by  the  public  to  the  said 
governor  and  company  shall  be  and  be  deemed  a  part;  and 
there  shall  also  at  the  same  time  be  transferred,  appro- 
priated, and  set  apart  by  the  said  governor  and  company 
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to  the  said  issue  department  so  much  of  the  gold  coin  and 
gold  and  silver  bullion  then  held  l>y  the  Bank  of  En^laii'l 
as  shall  uot  be  required  by  the  banking  department  thereof; 
and  thereupon  there  shall  be  delivered  out  of  the  said  issue 
department  into  the  said  banking  department  of  the  Bank 
of  England  such  an  amount  of  Bank  of  England  notes  as, 
together  with  the  Bank  of  England  notes  then  in  circula- 
tion, shall  be  equal  to  the  aggregate  amount  of  the  securi- 
ties, coin,  and  bullion  so  transferred  to  the  said  issue 
department  of  the  Bank  of  England;  and  the  whole  amount 
of  Bank  of  England  notes  then  in  circulation,  including 
those  delivered  to  the  banking  department  of  the  Bank  of 
England  as  aforesaid,  shall  be  deemed  to  be  issued  on  the 
credit  of  such  securities,  coin,  and  bullion  so  appropriated 
and  set  apart  to  the  said  issue  department ;  and  from 
thenceforth  it  shall  not  be  lawful  for  the  said  governor 
and  company  to  increase  the  amount  of  securities  for  the 
time  being  in  the  said  issue  department,  save  as  hereinafter 
is  mentioned,  but  it  shall  be  lawful  for  the  said  governor 
and  company  to  diminish  the  amount  of  such  securities, 
and  again  to  increase  the  same  to  any  sum  not  exceeding 
in  the  whole  the  sum  of  fourteen  million  pounds,  and  so 
from  time  to  time  as  they  shall  see  occasion;  and  from  and 
after  such  transfer  and  appropriation  to  the  said  issue  de- 
partment as  aforesaid  it  shall  not  be  lawful  for  the  said 
governor  and  company  to  issue  Bank  of  England  notes, 
either  into  the  banking  department  of  the  Bank  of  Eng- 
land, or  to  any  persons  or  person  whatsoever,  save  in 
exchange  for  other  Bank  of  England  notes,  or  for  gold  coin 
or  for  gold  or  silver  bullion  received  or  purchased  for  the 
said  issue  department  under  the  provisions  of  this  act,  or 
in  exchange  for  securities  acquired  and  taken  in  the  said 
issue  department  under  the  provisions  herein  contained: 
provided  always  that  it  shall  be  lawful  for  the  said  governor 
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and  company  in  their  banking  department  to  issue  all  such 
Bank  of  England  notes  as  they  shall  at  any  time  receive 
from  the  said  issue  department  or  otherwise,  in  the  same 
manner  in  all  respects  as  such  issue  would  be  lawful  to  any 
other  person  or  persons. 


Proportion  of  silver  bullion  to  be  retained  in  the  issue 

department. 

3.  And  whereas  it  is  necessary  to  limit  the  amount  of 
silver  bullion  on  which  it  shall  be  lawful  for  the  issue  de- 
partment of  the  Bank  of  England  to  issue  Bank  of  England 
notes;  be  it  therefore  enacted,  that  it  shall  not  be  lawful 
for  the  Bank  of  England  to  retain  in  the  issue  department 
of  the  said  bank  at  any  one  time  an  amount  of  silver 
bullion  exceeding  one  fourth  part  of  the  gold  coin  and 
bullion  at  such  time  held  by  the  Bank  of  England  in  the 
issue  department. 

All  persons  may  demand  of  the  issue  department  notes  for 

gold  bullion. 

4.  That  from  and  after  the  31st  day  of  August,  1844,  all 
persons  shall  be  entitled  to  demand  from  the  issue  depart- 
ment of  the  Bank  of  England  Bank  of  England  notes  in 
exchange  for  gold  bullion  at  the  rate  of  £3  17s.  9d.  per 
ounce  of  standard  gold:  provided  always  that  the  said 
governor  and  company  shall  in  all  cases  be  entitled  to 
require  such  gold  bullion  to  be  melted  and  assayed  by 
persons  approved  by  the  said  governor  and  company  at  the 
expense  of  the  parties  tendering  such  gold  bullion. 
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Power  to  increase  securities  in  tin-  issue  department,  and  issue 

additional  notes. 

5.  Provided  always,  that  if  any  banker  who  on  the  6th 
day  of  May,  1844,  was  issuing  his  own  bank  notes  shall 
cease  to  issue  his  own  bank  notes,  it  shall  be  lawful  for 
her  Majesty  in  council  at  any  time  after  the  cessation  of 
such  issue,  upon  the  application  of  the  said  governor  and 
company,  to  authorize  and  empower  the  said  governor  and 
company,  to  increase  the  amount  of  securities  in  the  said 
issue  department  beyond  the  total  sum  or  value  of  fourteen 
million  pounds,  and  thereupon  to  issue  additional  Bank  of 
England  notes  to  an  amount  not  exceeding  such  increased 
amount  of  securities  specified  in  such  order  in  council,  and 
so  from  time  to  time:  provided  always,  that  such  increased 
amount  of  securities  specified  in  such  order  in  council, 
shall  in  no  case  exceed  the  proportion  of  two-thirds  the 
amount  of  bank  notes  which  the  banker  so  ceasing  to  issue 
may  have  been  authorized  to  issue  under  the  provisions  of 
this  act;  and  every  such  order  in  council  shall  be  published 
in  the  next  succeeding  London  Gazette. 

Account  to  be  rendered  by  the  Bank  of  England. 

6.  That  an  account  of  the  amount  of  Bank  of  England 
notes  issued  by  the  issue  department  of  the  Bank  of 
England  and  of  gold  coin  and  of  gold  and  silver  bullion 
respectively,  and  of  securities  in  the  said  issue  department, 
and  also  an  account  of  the  capital  stock,  and  the  deposits, 
and  of  the  money  and  securities  belonging  to  the  said 
governor  and  company  in  the  banking  department  of  the 
Bank  of  England,  on  some  day  in  every  week  to  be  fixed 
by  the  commissioners  of  stamps  and  taxes,  shall  be  trans- 
mitted by  the  said  governor  and  company  weekly  to  the 
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said  commissioners  in  the  form  prescribed  in  the  schedule 
hereto  annexed  marked  (A.)  '  and  shall  be  published  by 
the  said  commissioners  in  the  next  succeeding  London 
Gazette  in  which  the  same  may  be  conveniently  in- 
serted. 


1  The  following  is  the  schedule  referred  to: — 

SCHEDULE    (A.) 

Bank  of  England. 

An  Account  pursuant  to  the  act  7  &  8  Vict.  cap. 
ending  on        the  day  of 


Issue  Department. 


Notes  issued 


£ 


for  the  week 


Government  debt  .  . 
Other  securities  .  . 
Gold  coin  and  bullion 
Silver  bullion    .     .     . 


Dated  the        day  of 


18 


cashier. 


Banking  Department. 


Proprietors'  capital    .     . 

Rest 

*  Public  deposits  (to  in- 
clude exchequer,  sav- 
ings banks,  commis- 
sioners of  national  debt 
and  dividend  accounts 

Other  deposits  .... 

Seven-day  and  other  bills 


f 


Dated  the         day  of         18 


£ 

Government  securities 
(including  dead  weight 
annuity) 

Other  securities     .     .     . 

Notes 

Gold  and  silver  coin  .     . 


cashier. 
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Bank  of  Etnjhnid  exempted  from  stamp  duty  upon  their 

notes. 

7.  That  from  and  after  the  said  31st  day  of  August, 
1844,  the  said  Governor  and  Company  of  the  Bank  of 
England  shall  be  released  and  discharged  from  the  pay- 
ment of  any  stamp  duty,  or  composition  in  respect  of  stamp 
duty,  upon  or  in  respect  of  their  promissory  notes  payable 
to  bearer  on  demand;  and  all  such  notes  shall  thenceforth 
be  and  continue  free  and  wholly  exempt  from  all  liability 
to  any  stamp  duty  whatsoever. 

Bank  to  allow  =£180,000  per  annum. 

8.  That  from  and  after  the  said  31st  of  August,  1844, 
the  payment  or  deduction  of  the  annual  sum  of  =£120,000 
made  by  the  said  governor  and  company,  under  the  pro- 
visions of  the  said  act  passed  in  the  fourth  year  of  the 
reign  of  his  late  Majesty  King  William  the  Fourth,  out  of 
the  sums  payable  to  them  for  the  charges  of  management 
of  the  public  unredeemed  debt,  shall  cease,  and  in  lieu 
thereof  the  said  governor  and  company,  in  consideration 
of  the  privileges  of  exclusive  banking,  and  the  exemption 
from  stamp  duties,  given  to  them  by  this  act,  shall,  during 
the  continuance  of  such  privileges  and  such  exemption 
respectively,  but  no  longer,  deduct  and  allow  to  the  public, 
from  the  sums  now  payable  by  law  to  the  said  governor 
and  company  for  the  charges  of  management  of  the  public 
unredeemed  debt,  the  annual  sum  of  =£180,000,  anything 
in  any  act  or  acts  of  parliament,  or  in  any  agreement,  to 
the  contrary  notwithstanding:  provided  always,  that  such 
deduction  shall  in  no  respect  prejudice  or  affect  the  rights 
of  the  said  governor  and  company  to  be  paid  for  the 
management  of  the  public  debt  at  the  rate  and  according 

II.  G 
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to  the  terms  provided  in  an  act  passed  in  the  48th  year  of 
the  reign  of  his  late  Majesty  King  George  the  Third,  in- 
tituled "  An  Act  to  authorize  the  advancing  for  the  public 
service,  upon  certain  conditions,  a  proportion  of  the  balance 
remaining  in  the  Bank  of  England,  for  the  payment  of  un- 
claimed dividends,  annuities  and  lottery  prizes,  and  for 
regulating  the  allowances  to  be  made  for  the  management 
of  the  national  debt,"  ' 


Bank  to  allow  the  public  the  profits  of  increased  circulation. 

9.  That  in  case,  under  the  provisions  hereinbefore  con- 
tained, the  securities  held  in  the  said  issue  department  of 
the  Bank  of  England  shall  at  any  time  be  increased  beyond 
the  total  amount  of  fourteen  million  pounds,  then  and 
in  each  and  every  year  in  which  the  same  shall  happen, 
and  so  long  as  such  increase  shall  continue,  the  said 
governor  and  company  shall,  in  addition  to  the  said  annual 
sum  of  =£180,000,  make  a  further  payment  or  allowance  to 
the  public,  equal  in  amount  to  the  net  profit  derived  in  the 
said  issue  department  during  the  current  year  from  such 
additional  securities,  after  deducting  the  amount  of  the 
expenses  occasioned  by  the  additional  issue  during  the 
same  period,  which  expenses  shall  include  the  amount  of 
any  and  every  composition  or  payment  to  be  made  by  the 
said  governor  and  company  to  any  banker  in  consideration 
of  the  discontinuance  at  any  time  hereafter  of  the  issue  of 
bank  notes  by  such  banker;  and  such  further  payment  or 
allowance  to  the  public  by  the  said  governor  and  company 
shall,  in  every  year  ivhile  the  public  shall  be  entitled  to  receive 
the  same,  be  deducted  from  the  amount  by  law  payable  to  the 
said  governor  and  company  for  the  charges  of  management  of 

1  This  section  was  repealed  by  Statute  Law  Revision  Act,  1874. 


PRACTICE  OF  BANKING.  83 

the  unredeemed  public  debt,  in  the  same  manner  as  the  said 
annual  sum  of  c£180,000  is  hereby  directed  to  be  deducted 
therefrom.* 

No  new  bank  of  issue. 

10.  That  from  and  after  the  passing  of  this  act  no 
person  other  than  a  banker  who,  on  the  6th  day  of 
May,  1844,  was  lawfully  issuing  his  own  bank  notes  shall 
make  or  issue  bank  notes  in  any  part  of  the  United  King- 
dom. 

Restriction  against  issue  of  bank  notes. 

11.  That  from  and  after  the  passing  of  this  act  it  shall 
not  be  lawful  for  any  banker  to  draw,  accept,  make,  or 
issue,  in  England  or  Wales,  any  bill  of  exchange  or  pro- 
missory note  or  engagement  for  the  payment  of  money 
payable  to  bearer  on  demand,  or  to  borrow,  owe,  or  take  up, 
in  England  or  Wales,  any  sums  or  sum  of  money  on  the 
bills  or  notes  of  such  banker  payable  to  bearer  on  demand, 
save  and  except  that  it  shall  be  lawful  for  any  banker  who 
was  on  the  6th  day  of  May,  1844,  carrying  on  the  business 
of  a  banker  in  England  or  Wales,  and  was  then  lawfully 
issuing,  in  England  or  Wales,  his  own  bank  notes,  under 
the  authority  of  a  licence  to  that  effect,  to  continue  to  issue 
such  notes  to  the  extent  and  under  the  conditions  herein- 
after mentioned  but  not  further  or  otherwise ;  and  the  right 
of  any  company  or  partnership  to  continue  to  issue  such 
notes  shall  not  be  in  any  manner  prejudiced  or  affected  by 
any  change  which  may  hereafter  take  place  in  the  personal 
composition  of  such  company  or  partnership,  either  by  the 
transfer  of  any  shares  or  share  therein,  or  by  the  admission 

1  Repealed,  as  to  words  in  italics,  by  Statute  Law  Revision 
Act,  1874. 
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of  any  new  partner  or  member  thereto,  or  by  the  retire- 
ment of  any  present  partner  or  member  therefrom:  pro- 
vided always,  that  it  shall  not  be  lawful  for  any  company 
or  partnership  now  consisting  of  only  six  or  less  than  six 
persons  to  issue  bank  notes  at  any  time  after  the  number 
of  partners  therein  shall  exceed  six  in  the  whole. 

Bankers  ceasing  to  issue  notes  may  not  resume. 

12.  That  if  any  banker  in  any  part  of  the  United  King- 
dom who,  after  the  passing  of  this  act,  shall  be  entitled  to 
issue  bank  notes  shall  become  bankrupt,  or  shall  cease  to 
carry  on  the  business  of  a  banker,  or  shall  discontinue  the 
issue  of  bank  notes,  either  by  agreement  with  the  Governor 
and  Company  of  the  Bank  of  England  or  otherwise,  it  shall 
not  be  lawful  for  such  banker  at  any  time  thereafter  to 
issue  any  such  notes. 

Existing  banks  of  issue  to  continue  under  certain  limitations. 

13.  That  every  banker  claiming  under  this  act  to  con- 
tinue to  issue  bank  notes  in  England  or  Wales  shall, 
within  one  month  next  after  the  passing  of  this  act,  give 
notice  in  writing  to  the  commissioners  of  stamps  and  taxes, 
at  their  head  office  in  London  of  such  claim,  and  of  the 
place  and  name  and  firm  at  and  under  which  such  banker 
has  issued  such  notes  during  the  twelve  weeks  next  pre- 
ceding the  27th  day  of  April  last;  and  thereupon  the  said 
commissioners  shall  ascertain  if  such  banker  was,  on  the 
6th  day  of  May,  1844,  carrying  on  the  business  of  a  banker, 
and  lawfully  issuing  his  own  bank  notes  in  England  or 
Wales,  and  if  it  shall  so  appear  then  the  said  commissioners 
shall  proceed  to  ascertain  the  average  amount  of  the  bank 
notes  of  such  banker  which  were  in  circulation  during  the 
said  period  of  twelve  weeks  preceding  the  27th  day  of 
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April  last,  according  to  the  returns  made  by  such  banker 
in  pursuauce  of  the  act  passed  in  the  4th  and  5th  years  of 
the  reign  of  her  present  Majesty,  intituled  **  An  Act  to 
make  further  provision  relative  to  the  returns  to  be  made 
by  banks  of  the  amount  of  their  notes  in  circulation  "  ;  and 
the  said  commissioners,  or  any  two  of  them,  shall  certify 
under  their  hands  to  such  banker  the  said  average  amount, 
when  so  ascertained  as  aforesaid ;  and  it  shall  be  lawful  for 
every  such  banker  to  continue  to  issue  his  own  bank  notes 
after  the  passing  of  this  act:  provided  nevertheless,  that 
such  banker  shall  not  at  any  time  after  the  10th  day  of 
October,  1844,  have  in  circulation  upon  the  average  of  a 
period  of  four  weeks,  to  be  ascertained  as  hereinafter 
mentioned  a  greater  amount  of  notes  than  the  amount  so 
certified. 

Provision  for  united  hanks. 

14.  Provided  always,  that  if  it  shall  be  made  to  appear 
to  the  commissioners  of  stamps  and  taxes  that  any  two  or 
more  banks  have,  by  written  contract  or  agreement  (which 
contract  or  agreement  shall  be  produced  to  the  said  com- 
missioners), become  united  within  the  twelve  weeks  next 
preceding  such  27th  day  of  April  as  aforesaid,  it  shall  be 
lawful  for  the  said  commissioners  to  ascertain  the  average 
amount  of  the  notes  of  each  such  bank  in  the  manner 
hereinbefore  directed,  and  to  certify  the  average  amount  of 
the  notes  of  the  two  or  more  banks  so  united  as  the  amount 
which  the  united  bank  shall  thereafter  be  authorized  to 
issue,  subject  to  the  regulations  of  this  act. 

Duplicate  certificate  to  he  published  in  the  Gazette.    Gazette 

to  he  evidence. 

15.  That  the  commissioners  of  stamps  and  taxes  shall, 
at  the  time  of  certifying  to  any  banker  such  particulars  as 
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they  are  hereinbefore  required  to  certify,  also  publish  a 
duplicate  of  their  certificate  thereof  in  the  next  succeeding 
London  Gazette  in  which  the  same  may  be  conveniently 
inserted;  and  the  G-azette  in  which  such  publication  shall 
be  made  shall  be  conclusive  evidence  in  all  courts  whatso- 
ever of  the  amount  of  bank  notes  which  the  banker  named 
in  such  certificate  or  duplicate  is  by  law  authorized  to  issue 
and  to  have  in  circulation  as  aforesaid. 

In  case  banks  become  united,  commissioners  to  certify  the 
amount  of  bank  notes  which  each  bank  was  authorized 
to  issue. 

16.  That  in  case  it  shall  be  made  to  appear  to  the  com- 
missioners of  stamps  and  taxes,  at  any  time  hereafter,  that 
any  two  or  more  banks,  each  such  bank  consisting  of  not 
more  than  six  persons,  have,  by  written  contract  or  agree- 
ment (which  contract  or  agreement  shall  be  produced  to 
the  said  commissioners),  become  united  subsequently  to 
the  passing  of  this  act,  it  shall  be  lawful  to  the  said  com- 
missioners, upon  the  application  of  such  united  bank,  to 
certify,  in  manner  hereinbefore  mentioned,  the  aggregate 
of  the  amounts  of  bank  notes  which  such  separate  banks 
were  previously  authorized  to  issue,  and  so  from  time  to 
time;  and  every  such  certificate  shall  be  published  in 
manner  hereinbefore  directed;  and  from  and  after  such 
publication  the  amount  therein  stated  shall  be  and  be 
deemed  to  be  the  limit  of  the  amount  of  bank  notes  which 
such  united  bank  may  have  in  circulation :  provided  always, 
that  it  shall  not  be  lawful  for  any  such  united  bank  to 
issue  bank  notes  at  any  time  after  the  number  of  partners 
therein  shall  exceed  six  in  the  whole. 
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Penalty  on  banks  issuing  in  excess. 

17.  That  if  the  monthly  average  circulation  of  bank 
notes  of  any  banker,  taken  in  the  manner  hereinafter 
directed,  shall  at  any  time  exceed  the  amount  which  such 
banker  is  authorized  to  issue  and  to  have  in  circulation 
under  the  provisions  of  this  act,  such  banker  shall  in  every 
such  case  forfeit  a  sum  equal  to  the  amount  by  which  the 
average  monthly  circulation,  taken  as  aforesaid,  shall  have 
exceeded  the  amount  which  such  banker  was  authorized  to 
issue  and  to  have  in  circulation  as  aforesaid. 

Issuing  banks  to  render  accounts. 

18.  That  every  banker  in  England  and  Wales  who,  after 
the  10th  day  of  October,  1844,  shall  issue  bank  notes  shall 
on  some  one  day  in  every  week  after  the  19th  day  of 
October,  1844  (such  day  to  be  fixed  by  the  commissioners 
of  stamps  and  taxes)  transmit  to  the  said  commissioners 
an  account  of  the  amount  of  the  bank  notes  of  such  banker 
in  circulation  on  every  day  during  the  week  ending  on  the 
next  preceding  Saturday,  and  also  an  account  of  the  average 
amount  of  the  bank  notes  of  such  banker  in  circulation 
during  the  same  week;  and  on  completing  the  first  period 
of  four  weeks,  and  so  on  completing  each  successive  period 
of  four  weeks,  every  such  banker  shall  annex  to  such  ac- 
count the  average  amount  of  bank  notes  of  such  banker  in 
circulation  during  the  said  four  weeks,  and  also  the  amount 
of  bank  notes  which  such  banker  is  authorized  to  issue 
under  the  provisions  of  this  act;  and  every  such  account 
shall  be  verified  by  the  signature  of  such  banker  or  his 
chief  cashier,  or,  in  the  case  of  a  company  or  partnership, 
by  the  signature  of  a  managing  director  or  partner  or  chief 
cashier  of  such  company  or  partnership,  and  shall  be  made 
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in  the  form  to  this  act  annexed  marked  (B)  ' ;  and  so 
much  of  the  said  return  as  states  the  weekly  average 
amount  of  the  notes  of  such  bank  shall  be  published  by 
the  said  commissioners  in  the  next  succeeding  London 
G-azette  in  which  the  same  may  be  conveniently  inserted; 
and  if  any  such  banker  shall  neglect  or  refuse  to  render 


i 


The  schedule  is  as  follows : — 


SCHEDULE  (B). 

Name  and  title  as  set  forth  in  the  licence  .  Bank. 

Name  of  the  firm Firm. 

Insert  head  office  or  principal  place  of  issue Place. 

An  Account  pursuant  to  the  act  7  &  8  Vict. ,  cap.  32  of  the  notes 
of  the  said  bank  in  circulation  during  the  week  ending  Saturday, 
the        day  of        18    . 

Monday 

Tuesday 

Wednesday 

Thursday 

Friday 

Saturday  

6) 
Average  of  the  week    . 

[To  be  annexed  to  this  account  at  the  end  of  each  period  of 
four  weeks. ] 

Amount  of  notes  authorized  by  law £ 

Average  amount  in  circulation  during  the  four  weeks 
ending  as  above £ 

I,  being  [the  banker,  chief  cashier,  managing  director,  or  partner 
of  the  bank,  as  the  case  may  be],  do  hereby  certify  that  the 

above  is  a  true  account  of  the  notes  of  the  said  bank  in  circulation 
during  the  week  above  written. 

(Signed) 
Dated  the        day  <»t"        18    . 
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My  such  account  in  the  form  and  at  the  time  required  l.v 
this  act,  or  shall  at  any  time  render  a  false  account,  such 
banker  shall  forfeit  the  sum  of  iJlOO  for  every  such  offence. 

Mode  of  ascertaining  the  average  amount  of  bank  notes  of 
each  banker  in  circulation  during  the  first  four  vieeks 
after  10th  October,  1844. 

19.  That  for  the  purpose  of  ascertaining  the  monthly 
average  amount  of  bank  notes  of  each  banker  in  circula- 
tion, the  aggregate  of  the  amount  of  bank  notes  of  each 
such  banker  in  circulation  on  every  day  of  business  during 
the  first  complete  period  of  four  weeks  next  after  the  10th 
day  of  October,  1844,  such  period  ending  on  a  Saturday, 
shall  be  divided  by  the  number  of  days  of  business  in 
such  four  weeks,  and  the  average  so  ascertained  shall  be 
deemed  to  be  the  average  of  bank  notes  of  each  such 
banker  in  circulation  during  such  period  of  four  weeks, 
and  so  in  each  successive  period  of  four  weeks,  and  such 
average  is  not  to  exceed  the  amount  certified  by  the  com- 
missioners of  stamps  and  taxes  as  aforesaid. 

Commissioners  of  stamps  and  taxes  empowered  to  cause  the 
boohs  of  bankers  containing  accounts  of  their  bank  notes 
in  circtdation  to  be  inspected.  Penalty  for  refusing  to 
allow  such  inspection. 

20.  And  whereas,  in  order  to  insure  the  rendering  of 
true  and  faithful  accounts  of  the  amount  of  bank  notes  in 
circulation  as  directed  by  this  act,  it  is  necessary  that 
the  commissioners  of  stamps  and  taxes  should  be  em- 
powered to  cause  the  books  of  bankers  issuing  such  notes 
to  be  inspected,  as  hereinafter  mentioned:  be  it  therefore 
enacted,  that  all  and  every  the  book  and  books  of  any 
banker  who  shall  issue  bank  notes  under  the  provisions  of 
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this  act  in  which  shall  be  kept,  contained,  or  entered  any 
account,  minute,  or  memorandum  of  or  relating  to  the 
bank  notes  issued  or  to  be  issued  by  such  banker,  or  of  or 
relating  to  the  amount  of  such  notes  in  circulation,  from 
time  to  time,  or  any  account,  minute,  or  memorandum, 
the  sight  or  inspection  whereof  may  tend  to   secure  the 
rendering  of  true  accounts  of  the  average  amount  of  notes 
in  circulation,  as  directed  by  this  act,  or  to  test  the  truth 
of  any  such  account,  shall  be  open  for  the  inspection  and 
examination,  at   all   seasonable   times,   of   any  officer  of 
stamp  duties  authorized  in  that  behalf  by  writing,  signed 
by  the  commissioners  of  stamps  and  taxes  or  any  two  of 
them;  and  every  such  officer  shall  be  at  liberty  to  take 
copies  of  or  extracts  from  any  such  book  or  account  as  afore- 
said ;  and  if  any  banker  or  other  person  keeping  any  such 
book  or  having  the  custody  or  possession  thereof,  or  power 
to  produce  the  same,  shall,  upon  demand  made  by  any 
such  officer,  showing  (if  required)  his  authority  in  that 
behalf,  refuse  to  produce  any  such  book  to  such  officer  for 
his  inspection  or  examination,  or  to  permit  him  to  inspect 
and  examine  the  same,  or  to  take  copies  thereof  or  extracts 
therefrom,  or  of   or  from    any    such  account,  minute,  or 
memorandum    as   aforesaid    kept,    contained,    or   entered 
therein,  every  such  banker  or  other  person  so  offending 
shall  for  every  such  offence  forfeit  the  sum  of  <£100:  pro- 
vided always,  that  the  said  commissioners  shall  not  exer- 
cise  the   powers   aforesaid   without   the    consent   of   the 
commissioners  of  her  Majesty's  Treasury. 

All  bankers  to  return  names  once  a  year  to  the  stamp 

office. 

21.  That  every  banker  in  England  and  Wales  who  is 
now  carry iug  on  or  shall  hereafter  carry  on  business  as 
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such  shall  on  the  1st  day  of  January  in  each  year,  or 
within  fifteen  days  thereafter,  make  a  return  to  the  com- 
missioners of  stamps  and  taxes  at  their  head  office  in 
London  of  his  name,  residence,  and  occupation,  or  in  the 
cis.'  of  a  company  or  partnership,  of  the  name,  residence, 
and  occupation  of  every  person  composing  or  being  a 
member  of  such  company  or  partnership,  and  also  the 
name  of  the  firm  under  which  such  banker,  company,  or 
partnership  carry  on  the  business  of  banking,  and  of  every 
place  where  such  business  is  carried  on;  and  if  any  such 
banker,  company,  or  partnership  shall  omit  or  refuse  to 
make  such  return  within  fifteen  days  after  the  said  1st 
day  of  January,  or  shall  wilfully  make  other  than  a  true 
return  of  the  persons  as  herein  required,  every  banker, 
company,  or  partnership  so  offending  shall  forfeit  and  pay 
the  sum  of  J250;  and  the  said  commissioners  of  stamps 
and  taxes  shall  on  or  before  the  1st  day  of  March  in  every 
year  publish  in  some  newspaper  circulating  within  each 
town  or  county  respectively  a  copy  of  the  return  so  made 
by  every  banker,  company,  or  partnership  carrying  on  the 
business  of  bankers  within  such  town  or  county  respectively  r 
as  the  case  may  be. 

Bankers  to  take  out  a  separate  licence  for  every  place  at 
which  they  issue  notes  or  bills.  Proviso  in  favour  of 
bankers  who  had  four  such  licences  in  force  on  the 
6th  of  May,  1844. 

22.  That  every  banker  who  shall  be  liable  by  law  to 
take  out  a  licence  from  the  commissioners  of  stamps  and 
taxes  to  authorize  the  issuing  of  notes  or  bills  shall  take 
out  a  separate  and  distinct  licence  for  every  town  or  place 
at  which  he  shall,  by  himself  or  his  agent,  issue  any  notes 
or  bills  requiring  such  licence  to  authorize  the  issuing 
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thereof,  any  thing  in  any  former  act  contained  to  the 
contrary  thereof  notwithstanding:  provided  always,  that  no 
hanker  who  on  or  before  the  6th  day  of  May,  1844,  had 
taken  out  four  such  licences,  which  on  the  said  last- men- 
tioned day  were  respectively  in  force,  for  the  issuing  of 
any  such  notes  or  bills  at  more  than  four  separate  towns 
or  places,  shall  at  any  time  hereafter  be  required  to  take 
out  or  to  have  in  force  at  one  and  the  same  time  more 
than  four  such  licences  to  authorize  the  issuing  of  such 
notes  or  bills  at  all  or  any  of  the  same  towns  or  places 
specified  in  such  licences  in  force  on  the  said  6th  day  of 
May,  1844,  and  at  which  towns  or  places  respectively  such 
bankers  had  on  or  before  the  said  last-mentioned  day 
issued  such  notes  or  bills  in  pursuance  of  such  licences  or 
any  of  them  respectively. 

Compensation  to  certain  bankers  named  in  the  schedule. 

23.  And  whereas  the  several  bankers  named  in  the 
schedule  hereto  annexed  marked  (C.)2  have  ceased  to  issue 
their  own  bank  notes  under  certain  agreements  with  the 
Governor  and  Company  of  the  Bank  of  England;  and  it  is 
expedient  that  such  agreement  should  cease  and  determine 
on  the  31st  day  of  December  next,  and  that  such  bankers 
should  receive  by  way  of  compensation  such  composition 
as  hereafter  mentioned;  and  a  list  of  such  bankers,  and  a 
statement  of  the  maximum  sums  in  respect  of  which  each 
such  banker  is  to  receive  compensation,  hath  been  de- 
livered to  the  commissioners  of  stamps  and  taxes,  signed 
by  the  chief  cashier  of  the  Bank  of  England;  be  it  there- 
fore enacted,  that  the  several  agreements  subsisting  between 
the  said  governor  and  company  and  the  several  bankers 
mentioned  in  the  schedule  hereto  relating  to  the  issue  of  Bank 
of  England  notes  shall  cease  and  determine  on  the  3\st  <l<n/ 
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of  December  next;  and  from  and  after  that  day  '  the  said 
governor  and  company  shall  pay  and  allow  to  the  several 
bankers  named  in  the  schedule  hereto  marked  (C),2so  long 
as  such   bankers  shall  be  willing  to  receive  the  same,  a 


1  As  to  words  in  italics  repealed  by  Statute  Law  Revision  Act, 
1874. 

2  SCHEDULE  (C.) 

Banks  which  have  ceased  to  issue  their  own  bank  notes  under 
certain  agreements  with  the  Governor  and  Company  of  the  Bank 
of  England. 


Bank  of  Liverpool. 

J.  Barned  &  Co. 

Biddulph,  Brothers  &  Co. 

Birmingham  Banking  Co. 

Birmingham  Town  and  District 
Bank. 

Birmingham  and  Midland  Bank- 
ing Co. 

Burgess  &  Son. 

Coopers  &  Purton. 

Cunliftes,  Brookes  &  Co. 

Deane,  Littlehales  &  Deane. 

Dendy,  Comper  &  Co. 

Devon  and  Cornwall  Bank- 
ing Co. 

Grants  &  Gillman. 

Hampshire  Banking  Co. 

James  W.  R.  Hall. 

J.  M.  Head  &  Co. 

Henty,  Upperton  &  Olliver. 

Thomas  Kinnersley  &  Sons. 

R.  J.  Lambton  &  Co. 

Liverpool  Commercial  Banking 
Co. 

Liverpool  Union  Bank. 

Liverpool  Borough  Bank. 

Manchester  and  Liverpool  Dis- 
trict Banking  Co. 


Manchester  and  Salford  Bank- 
ing Co. 

Monmouth  and  Glamorgan 
Banking  Co. 

Moss  &  Co. 

Mangles  Brothers. 

Newcastle  Commercial  Bank- 
ing Co. 

Newcastle-on-Tyne  Joint  Stock 
Banking  Co. 

North  of  England  Joint  Stock 
Banking  Co. 

Northumberland  and  Durham 
District  Bank. 

Portsmouth  and  South  Hants 
Bank  Co. 

T.  &  R.  Raikes  &  Co. 

Robinson  &  Brodhurst. 

Sheffield  Union  Bank. 

John  Stoveld. 

Sunderland  Joint  Stock  Bank- 
ing Co. 

Tugwell  &  Co. 

Union  Bank  of  Manchester. 

Vivian,  Kitson  &  Co. 

Watts,  Whiteway  &  Co. 

J.  &  J.  C.  Wright  &  Co. 

Webb,  Hoi  brook  &  Spencer. 
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composition  at  and  after  the  rate  of  <£1  per  centum  per 
annum  on  the  average  amount  of  the  Bank  of  England 
notes  issued  by  such  bankers  respectively  and  actually 
remaining  in  circulation,  to  be  ascertained  as  follows; 
(that  is  to  say,)  on  some  day  in  the  month  of  April,  1845, 
to  be  determined  by  the  said  governor  and  company,  au 
account  shall  be  taken  of  the  Bank  of  England  notes 
delivered  to  such  bankers  respectively  by  the  said  governor 
and  company  within  three  months  next  preceding,  and  of 
such  of  the  said  Bank  of  England  notes  as  shall  have  been 
returned  to  the  Bank  of  England,  and  the  balance  shall 
be  deemed  to  be  the  amount  of  the  Bank  of  England 
notes  issued  by  such  bankers  respectively  and  kept  in  cir- 
culation ;  and  a  similar  account  shall  be  taken  at  intervals 
of  three  calendar  months;  and  the  average  of  the  balances 
ascertained  on  taking  four  such  accounts  shall  be  deemed 
to  be  the  average  amount  of  Bank  of  England  notes  issued 
by  such  bankers  respectively  and  kept  in  circulation  during 
the  year  1845,  and  on  which  amount  such  bankers  are 
respectively  to  receive  the  aforesaid  composition  of  one  per 
centum  for  the  year  1845;  and  similar  accounts  shall  be 
taken  in  each  succeeding  year;  but  in  each  year  such 
accounts  shall  be  taken  in  different  months  from  those 
in  which  the  accounts  of  the  last  preceding  year  were  taken, 
and  on  different  days  of  the  month,  such  months  and  days 
to  be  determined  by  the  said  governor  and  company;  and 
the  amount  of  the  composition  payable  as  aforesaid  shall 
be  paid  by  the  said  governor  and  company  out  of  their 
own  funds ;  and  in  case  any  difference  shall  arise  between 
any  of  such  bankers  and  the  Governor  and  Company  of 
the  Bank  of  England  in  respect  of  the  composition  payable 
as  aforesaid,  the  same  shall  be  determined  by  the  chan- 
cellor  of  the  exchequer  for  the  time  being,  or  by  some 
person  to  be  named  by  him,  and  the  decision  of  the  chan- 


PRACTICE   OF    BANKING.  95 

cellor  of  the  exchequer,  or  his  nominee,  shall  be  final  and 
conclusive:  provided  always,  that  it  shall  be  lawful  for 
any  banker  named  in  the  schedule  hereto  annexed  marked 
(C.)  to  discontinue  the  receipt  of  such  composition  as 
aforesaid,  but  no  such  banker  shall  by  such  discontinuance 
as  aforesaid  thereby  acquire  any  right  or  title  to  issue 
bank  notes. 


Batik  of  England  to  be  allowed  to  compound  with  issuing 
banks.     Limitation  of  compositions. 

24.  That  it  shall  be  lawful  for  the  said  governor  and 
company  to  agree  with  every  banker  who,  under  the  pro- 
visions of  this  act,  shall  be  entitled  to  issue  bank  notes,  to 
allow  to  such  banker  a  composition  at  the  rate  of  one  per 
centum  per  annum  on  the  amount  of  Bank  of  England 
notes  which  shall  be  issued  and  kept  in  circulation  by  such 
banker,  as  a  consideration  for  his  relinquishment  of  the 
privilege  of  issuing  his  own  bank  notes;  and  all  the  pro- 
visions herein  contained  for  ascertaining  and  determining 
the  amount  of  composition  payable  to  the  several  bankers 
named  in  the  schedule  hereto  marked  (C.)  shall  apply  to 
all  such  other  bankers  with  whom  the  said  governor  and 
company  are  hereby  authorized  to  agree  as  aforesaid; 
provided  that  the  amount  of  composition  payable  to  such 
bankers  as  last  aforesaid  shall  in  every  case  in  which  an 
increase  of  securities  in  the  issue  dejmrtment  shall  have 
been  authorized  by  any  order  in  council  be  deducted  out 
of  the  amount  payable  by  the  said  governor  and  company 
to  the  public  under  the  provisions  herein  contained: 
provided  always,  that  the  total  sum  payable  to  any  banker, 
under  the  provisions  herein  contained,  by  way  of  composi- 
tion as  aforesaid,  in  any  one  year,  shall  not  exceed,  in  case 
of  the  bankers  mentioned  in  the  schedule  hereto  marked 
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(C.)  one  per  centum  on  the  several  sums  set  against  the 
names  of  such  bankers  respectively  in  the  list  and  state- 
ment delivered  to  the  commissioners  of  stamps  as  afore- 
said, and  in  the  case  of  other  bankers  shall  not  exceed  one 
per  centum  on  the  amount  of  bank  notes  which  such 
bankers  respectively  would  otherwise  be  entitled  to  issue 
under  the  provisions  herein  contained. 

Compositions  to  cease  on  1st  August,  1856. 

25.  That  all  the  compositions  payable  to  the  several 
bankers  mentioned  in  the  schedule  hereto  marked  (C.)  and 
such  other  bankers  as  shall  agree  with  the  said  governor 
or  company  to  discontinue  the  issue  of  their  own  bank 
notes  as  aforesaid,  shall,  if  not  previously  determined  by 
the  act  of  such  banker  as  hereinbefore  provided,  cease  and 
determine  on  the  1st  day  of  August,  1856,  or  on  any  earlier 
day  on  which  parliament  may  prohibit  the  issue  of  bank 
notes.1 

Banks  within  65  miles  of  London  may  accept,  &c,  bills. 

26.  That  from  and  after  the  passing  of  this  act  it  shall 
be  lawful  for  any  society  or  company  or  any  persons  in 
partnership,  though  exceeding  six  in  number,  carrying  on 
the  business  of  banking  in  London,  or  within  sixty -five 
miles  thereof,  to  draw,  accept  or  indorse  bills  of  exchange, 
not  being  payable  to  bearer  on  demand,  any  thing  in  the 
hereinbefore  recited  act  passed  in  the  4th  year  of  the 
reign  of  his  said  Majesty  King  William  the  Fourth,  or  in 
any  other  act,  to  the  contrary  notwithstanding. 

1  By  19  Vict.,  c.  20,  s.  1,  sect.  25  was  repealed,  and  right  to  com- 
pound continued;  but  by  88  and  9  Vict.,  c.  61,  sect.  1  of  19  Vict., 
c.  20,  lias  in  its  turn  been  repealed. 
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Bank  to  n/j 01/  privileges  subject  to  redemption. 

27.  Thai  the  said  Governor  aud  Company  of  the  Bank 
of  England  shall  have  and  enjoy  such  exclusive  privilege 
of  banking  as  is  given  by  this  act,  upon  such  terms  and 
conditions,  and  subject  to  the  termination  thereof  at  such 
time  and  in  such  manner  as  is  by  this  act  provided  and 
specified;  and  all  and  every  the  powers  and  authorities, 
franchises,  privileges  and  advantages,  given  or  recognized 
by  the  said  recited  act  passed  in  the  4th  year  of  the 
reign  of  his  Majesty  King  William  the  Fourth,  as  belong- 
ing to  or  enjoyed  by  the  said  Governor  and  Company  of 
the  Bank  of  England,  or  by  any  subsequent  act  or  acts  of 
parliament,  shall  be  and  the  same  are  hereby  declared  to 
be  in  full  force,  and  continued  by  this  act,  excej^t  so  far  as 
the  same  are  altered  by  this  act;  subject  nevertheless  to 
redemption  upon  the  terms  and  conditions  following;  (that 
is  to  say),  at  any  time  upon  twelve  months'  notice  to  be 
given  after  the  1st  day  of  August,  1855,  and  upon  repay- 
ment by  parliament  to  the  said  governor  and  company  or 
their  successors  of  the  sum  of  d£ll,015,100,  being  the  debt 
now  due  from  the  public  to  the  said  governor  and  com- 
pany, without  any  deduction,  discount  or  abatement  what- 
soever, and  upon  payment  to  the  said  governor  and  com- 
pany and  their  successors  of  all  arrears  of  the  sum  of 
d£100,000  per  annum,  in  the  last-mentioned  act  mentioned, 
together  with  the  interest  or  annuities  payable  upon  the 
said  debt  or  in  respect  thereof,  and  also  upon  repayment  of 
all  the  principal  and  interest  which  shall  be  owing  to  the 
said  governor  and  company  and  their  successors  upon  all 
such  tallies,  exchequer  orders,  exchequer  bills  or  parlia- 
mentary funds  which  the  said  governor  and  company  or 
their  successors  shall  have  remaining  in  their  hands  or  be 
entitled  to  at  the  time  of  such  notice  to  be  given  as  last 

II.  H 
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aforesaid,  then  and  in  such  case,  and  not  till  then,  the  said 
exclusive  privileges  of  banking  granted  by  this  act  shall 
cease  and  determine  at  the  expiration  of  such  notice  of 
twelve  months;  and  any  vote  or  resolution  of  the  House 
of  Commons,  signified  under  the  hand  of  the  speaker  of 
the  said  house  in  writing,  and  delivered  at  the  public  office 
of  the  said  governor  and  company,  shall  be  deemed  and 
adjudged  to  be  a  sufficient  notice. 

Interpretation  clause. 

28.  That  the  term  "  bank  notes  "  used  in  this  act  shall 
extend  and  apply  to  all  bills  or  notes  for  the  payment  of 
money  to  the  bearer  on  demand  other  than  bills  or  notes 
of  the  Governor  and  Company  of  the  Bank  of  England ;  and 
that  the  term  "  Bank  of  England  notes  "  shall  extend  and 
apply  to  the  promissory  notes  of  the  Governor  and  Com- 
pany of  the  Bank  of  England  payable  to  bearer  on  demand ; 
and  that  the  term  "banker"  shall  extend  and  apply  to  all 
corporations,  societies,  partnerships  and  persons  and  every 
individual  person  carrying  on  the  business  of  banking, 
whether  by  the  issue  of  bank  notes  or  otherwise,  except 
only  the  Governor  and  Company  of  the  Bank  of  England ; 
and  that  the  word  "  person  "  used  in  this  act  shall  include 
corporations;  and  that  the  singular  number  in  this  act 
shall  include  the  plural  number,  and  the  plural  number 
the  singular,  except  where  there  is  anything  in  the  context 
repugnant  to  such  construction;  and  that  the  masculine 
gender  in  this  act  shall  include  the  feminine  except  where 
there  is  anything  in  the  context  repugnant  to  such  con- 
struction. 

A  searching  inquiry  will  be  found  in  a  previous  part  of 
this  work  into  the  design,  import,  and  effects  of  this  much- 
debated  Act. 
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We  proceed  to  give  a  summary  of  the  business  opera- 
tions of  the  bank,  and  of  the  changes  which  have  taken 
place  in  its  relations  to  Government  and  the  public. 

The  Bank  of  England  can  now  issue  to  the  extent  of 
£18,450,000  against  that  amount  of  securities  set  apart 
for  this  purpose.  It  can  issue  to  any  farther  amount 
against  lodgments  of  gold  and  silver,  as  regulated  by  the 
above  Act.  This  amount  may  be  issued  either  at  the  office 
in  London  or  at  the  branches.  Were  the  bank  to  reduce 
the  number  of  its  branches  it  would  not  be  required  to  issue 
less,  and  were  the  bank  to  increase  its  branches,  it  could  issue 
no  more.  If  other  banks  discontinue  their  circulation,  it 
may  upon  application  receive  permission  to  extend  its  issues 
to  two-thirds  the  sum  thus  withdrawn;  but  all  the  profit 
of  this  increase  must  go  to  the  Government.  It  cannot 
issue  any  note  for  a  less  amount  than  five  pounds.  All 
the  notes  are  payable  in  gold  on  demand.  The  payment 
of  those  issued  in  London  can  be  demanded  only  at  the 
London  office.  But  the  payment  of  those  issued  at  the 
branches  may  be  demanded  either  at  the  London  office  or 
at  the  branches  where  they  were  respectively  issued.  Bank 
of  England  notes  are  a  legal  tender  in  all  cases,  except 
when  tendered  by  the  bank  itself. 

It  will  be  observed  that  the  issue  against  securities  is 
now  .£18,450,000  as  compared  with  £14,000,000  at  the 
time  of  the  passing  of  the  Act.  The  occasions  and  reasons 
for  this  increase  have  been  lucidly  set  forth  as  follows  in 
the  "Bankers'  Magazine"  for  March,  1866: 

"  The  authorized  issue  of  Bank  of  England  notes  based 
on  Government  securities,  which  was  fixed  at  £14,000,000 
by  the  Act  of  1844,  and  which  having  been  increased  in 
1855  and  1861  respectively,  by  the  sums  of  £475,000  and 
.£175,000,  now  stands  at  £14,650,000,  is  to  be  further 
augmented  by  £350,000,  which  will   raise  the   total   to 
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=£15,000,000.  The  process  is  in  conformity  with  the  pro- 
visions of  the  law,  and  is  perfectly  simple.  The  basis  on 
which  the  amount  of  purely  paper  circulation  was  fixed  at 
the  date  of  Sir  Eobert  Peel's  measure  was  as  follows: — 
Long  experience  has  shown  that  whenever  the  note  circu- 
lation of  the  country  declined  to  a  point  approaching 
=£22,000,000,  through  the  contraction  forced  upon  bankers 
by  an  adverse  state  of  the  foreign  exchanges,  the  scarcity 
of  currency  was  so  felt  in  its  action  upon  prices  as  to  cause 
invariably  a  strong  turn  of  the  tide.  That  total  of 
,£22,000,000  was,  therefore,  fixed  as  the  safe  amount  at 
which  paper,  secured  only  by  the  credit  of  the  Government, 
might  be  allowed  to  pass  as  a  legal  tender,  and  was  made 
up  by  =£14,000,000  issued  by  the  Bank  of  England,  and 
=£8,000,000  of  issues  of  private  and  joint-stock  banks  in 
the  provinces.  At  the  same  time  a  provision  was  made, 
that  if  any  of  the  latter  establishments  should  fail  or  with- 
draw from  business,  then  in  each  such  case  the  right  of 
issuing  notes  should  be  forfeited;  and  that  it  should  be 
competent  for  the  Government,  by  an  order  in  council,  to 
authorize  the  Bank  of  England  to  supply  the  deficiency 
thus  created. 

"  To  effect  that  purpose,  it  would  not  be  necessary  for 
the  bank  to  issue  more  than  two- thirds  of  the  amount  of 
the  circulation  that  had  been  forfeited,  because  it  was  taken 
for  granted  that  every  issuing  bank  would  keep  at  least  a 
reserve  of  gold,  equal  to  one-third  of  the  notes  it  had  issued 
payable  on  demand,  and  which  might  therefore  be  pre- 
sented at  any  time;  and  that,  consequently,  the  actual 
currency  which  each  had  put  out  was  practically  only  two- 
t  hi  ids  of  its  nominal  amount,  since  to  the  extent  of  the  re- 
maining third,  other  currency — that  is  to  say,  gold — was 
withdrawn  from  use  and  locked  uj>  in  their  tills.  Accord- 
ingly, the  new  issues  of  the  Bank  of  England,  in  supplying 
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the   deficiencies  from  any    such    failures    or  withdrawals, 
were  to  be  limited  to  two-thirds. 

"Gradually,  after  the  passing  of  the  Act  in  1844,  indi- 
vidual country  banks  broke  down  or  died  out,  but  it  was 
not  till  1855  that  the  vacuum  thus  occasioned  attracted 
much  public  attention.  At  that  date  it  was  found  that 
issues  had  during  the  preceding  eleven  years  been  extin- 
guished to  the  extent  of  =£710,000,  and  an  order  in  council 
was  then  put  forth  for  an  increase  of  =£475,000  in  the 
notes  of  the  Bank  of  England.  Between  1855  and  18<>1 
further  lapses  occurred  to  the  amount  of  =£262,500,  and 
these  were  made  up  by  a  new  order  in  council  for  an 
additional  issue  of  =£175,000.  Thus  the  total  paper  circu- 
lation of  the  bank  was  increased  from  its  original  sum  of 
=£14,000,000  to  =£14,650,000,  the  amount  at  which  it  stood 
up  to  Thursday  last. 

"  The  process  by  which  the  new  issue  is  effected  merely 
consists  in  the  purchase  of  Government  securities  to  the 
required  amount.  Stocks  may  be  bought  in  the  open 
market,  or  an  advance  made  to  Government  on  Exchequer 
bills.  The  gain  from  this  investment  in  the  present,  as  in 
the  previous  instances,  after  deducting  the  annual  expense 
for  the  manufacture  of  the  notes,  &c,  will  be  placed  to  the 
credit  of  the  Government,  the  bank  being  only  an  agent  in 
the  business.  The  actual  amount  of  the  country  circulation 
that  has  lapsed  since  the  last  filling  up  took  place  in  1861, 
is  =£739,965,  of  which  =£442,000  was  from  a  voluntary  sur- 
render on  the  part  of  the  National  Provincial  Bank,  when 
it  determined  to  change  its  character  from  that  of  a  country 
to  a  London  bank.  Two-thirds  of  this  amount  of  =£739,965 
would  be  =£493,310,  but  the  present  order  is  limited  to 
=£350,000,  a  circumstance  for  which  no  other  reason  can 
be  conjectured  than  a  desire  to  take  the  opportunity  of 
fixing  the  Bank  of  England  circulation  at  the  symmetrical 
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figure  of  d£15,000,000.  The  amount  was  included  in  the 
account  published  for  the  week  ending  21st  February." 

The  Bank  of  England  is  a  bank  of  deposit,  of  loan,  and 
of  discount  as  well  as  of  issue.  It  allows  no  interest  on 
any  portion  of  its  deposits,  nor  permits  any  account  to  be 
overdrawn.  It  charges  various  rates  on  the  bills  it  dis- 
counts, but  does  not  often  go  below  the  rate  it  announces 
to  be  its  minimum.1  It  acts  as  the  London  agent  of  several 
English,  Scotch,  and  Irish  banks.  It  does  not  accept  any 
bills  that  may  be  drawn  by  those  banks,  or  by  its  own 
branches — they  are  all  drawn  without  acceptance.  It  does 
not  issue  any  circular  notes  on  foreign  countries,  nor  grant 
letters  of  credit  on  foreign  banks.  It  remits  money  to  and 
from  its  branches,  and  from  one  branch  to  another,  and 
issues  at  the  London  office  bank-post  bills,  drawn  at  seven 
days  after  sight. 

The  profits  of  the  bank  are  derived  from  its  capital, 
its  rest,  public  and  private  deposits,  bank-post  bills,  its 
agencies,  and  its  circulation.  From  these  funds  it  makes 
investments  in  public  securities  and  private  securities. 
These  bring  dividends  and  interest.  It  also  has  a  profit 
on  the  =£14,000,000  of  notes  in  circulation.  This  profit  is 
the  difference  between  the  expense  of  maintaining  the  cir- 
culation, and  the  interest  received  on  the  securities  set 
apart  to  meet  this  circulation.  The  bank  has  an  annual 
payment  from  the  Government  for  managing  the  National 
Debt.  It  also  receives  a  commission  from  those  banks  to 
which  it  is  the  London  agent.  A  profit  is  also  supposed  to 
be  obtained  on  bullion  transactions.  Against  these  profits 
the  bank  has  to  place  the  expense  of  conducting  the  estab- 
Lishment,  and  the  losses  incurred  by  bad  debts,  forgeries, 
and  unfortunate  investments. 

1  The  Bank  of  England  usually  discounts  bills  for  its  own 
customers  a1  the  market  rate. 
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The  remuneration  which  the  Bank  of  England  receives 
for  the  management  of  the  public  debt  is  governed  by  the 
provisions  of  the  Bank  Act,  1892  (55  &  56  Vict.,  c.  48), 
which  also  regulates  the  payment  for  similar  services  ren- 
dered by  the  Bank  of  Ireland  and  the  mode  of  dealing 
with  Bank  of  England  notes  which  have  been  in  circulation 
for  more  than  forty  years. 

The  provisions  of  the  Act  are  as  follows: — 

An  Act  for  making  further  Provision  respecting  certain 
Payments  to  the  Banks  of  England  and  Ireland,  and  for 
other  purposes  connected  with  those  Banks. 

[27th  June  1892.] 

Be  it  enacted  by  the  Queen's  most  Excellent  Majesty,  by 
and  with  the  advice  and  consent  of  the  Lords  Spiritual 
and  Temporal,  and  Commons,  in  this  present  Parlia- 
ment assembled,  and  by  the  authority  of  the  same,  as 
follows : 


Remuneration  to  Bank  of  England  for  management  of  unre- 
deemed debt  inscribed  in  boohs. 

1.  There  shall  be  paid  to  the  Bank  of  England  during 
the  period  in  this  Act  mentioned,  as  remuneration  for  the 
management  of  the  National  Debt  inscribed  in  their  books, 
an  annual  sum  calculated  at  the  rate  of  three  hundred  and 
twenty-five  pounds  for  every  million  pounds  of  such  debt 
up  to  five  hundred  million  pounds,  and  at  the  rate  of  one 
hundred  pounds  for  every  million  pounds  of  such  debt 
above  the  said  five  hundred  million  pounds:  Provided 
that  during  the  said  period  the  said  annual  sum  shall  not 
be  less  than  one  hundred  and  sixty  thousand  pounds. 
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Remuneration  to  Bank  of  Ireland  for  management  of  unre- 
deemed debt  inscribed  in  books. 

2.  There  shall  be  paid  to  the  Bank  of  Ireland,  during 
the  period  in  this  Act  mentioned,  as  remuneration  for  the 
management  of  the  National  Debt  inscribed  in  their  books, 
an  annual  sum  calculated  at  the  rate  of  four  hundred  and 
twenty-five  pounds  for  every  million  pounds,  if  such  debt 
does  not  exceed  thirty  million  pounds,  and  if  it  does 
exceed  that  sum,  then  at  the  rate  of  three  hundred  pounds 
for  every  million  pounds  of  such  debt:  Provided  that  dur- 
ing the  said  period  the  said  annual  sum  shall  not  be  less 
than  eight  thousand  pounds. 

Remuneration  to  Bank  of  England  for  management  of  Ex- 
chequer bonds  and  bills  and  Treasury  bills. 

3.  There  shall  be  paid  to  the  Bank  of  England,  during 
the  period  in  this  Act  mentioned,  for  the  management  in 
every  financial  year,  of  Exchequer  bonds,  Exchequer  bills, 
and  Treasury  bills,  an  annual  sum  calculated  at  the  rate, 
as  respects  Exchequer  bonds  and  Exchequer  bills,  of  one 
hundred  pounds,  and,  as  respects  Treasury  bills,  of  two 
hundred  pounds,  for  every  million  pounds  of  bonds  or 
bills  outstanding  on  the  last  day  of  the  previous  financial 
year. 

General  provision  as  to  payments  for  management  of  unre- 
deemed debt  and  of  Exchequer  bonds  and  bills  and 
Treasury  bills. 

4. — (1.)  The  aunual  sums  fixed  by  this  Act  for  the 
management  of  the  National  Debt  inscribed  in  the  books 
of  the  Bank  of  England  or  Ireland  and  of  Exchequer 
bonds,  Exchequer  bills,  and  Treasury  bills  shall  be  pay- 


PRACTICE  OF    HANKING.  Wh 

able  in  respect  of  that  management  for  every  financial 
year  up  to  and  including  the  year  ending  the  thirty-first 
day  of  March,  one  thousand  nine  hundred  and  twelve, 
and  thereafter  from  year  to  year  until  Parliament  other- 
wise directs. 

(2.)  The  annual  sums  for  the  said  management  in  any 
financial  year  shall  be  paid  before  the  fifth  day  of  July  in 
the  following  financial  year. 

(3.)  The  National  Debt  Commissioners  shall  certify  the 
amount  of  the  unredeemed  National  Debt  which  on  the 
last  day  of  every  financial  year  is  inscribed  in  the  books 
of  the  Bank  of  England  and  Bank  of  Ireland  respectively, 
and  the  annual  sums  for  the  management  of  the  Debt  in 
the  following  financial  year  shall  be  calculated  on  the 
amount  so  certified. 

(4.)  Such  certificate  shall  state  the  nominal  capital 
amount  of  all  the  unredeemed  National  Debt  so  inscribed, 
and  shall  state  the  capital  amount  of  every  terminable 
annuity  at  fifteen  years'  purchase  thereof  if  originally 
created  for  a  term  exceeding  fifty  years,  and  at  ten  years' 
purchase  thereof  if  originally  created  for  a  term  of  fifty 
years  or  under. 

(5.)  The  said  annual  sums  shall  continue  to  be  payable 
out  of  the  permanent  annual  charge  for  the  National 
Debt. 

(6.)  For  the  purpose  of  calculating  the  said  annual 
sums,  the  National  Debt  shall  include  the  Local  Loans 
stock  and  Guaranteed  Land  stock,  but  such  proportion  of 
those  sums  as  is  payable  in  respect  of  the  management  of 
the  two  last-mentioned  stocks  shall  be  paid  to  the  Bank 
in  the  case  of  the  Local  Loans  stock  out  of  the  Local 
Loans  fund,  and  in  the  case  of  Guaranteed  Land  stock  out 
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of  money  provided  by  Parliament  for  the  service  of  the 
Irish  Land  Commission. 


Rate  of  interest  on  Government  debt  to  the  Banks  of  England 

and  Ireland. 

5.  Whereas  the  Bank  of  England  and  the  Bank  of  Ire- 
land respectively  have  consented  to  the  annuity  or  interest 
on  the  debt  to  them  from  the  public  being  reduced  to  the 
rate  of  two  and  three-quarters  per  cent,  per  annum  until 
the  fifth  day  of  April  one  thousand  nine  hundred  and 
three;  Be  it  therefore  enacted  as  follows: 

(1.)  The  annuity  or  interest  payable  as  part  of  the  per- 
manent annual  charge  for  the  National  Debt — 

(a.)  in  respect  of  the  debt  due  from  the  public  to 
the  Bank  of  England  (which  at  the  passing  of 
this  Act  amounts  to  eleven  million  fifteen  thou- 
sand and  one  hundred  pounds) ;  and 
(b.)  in  respect  of  the  debt  due  from  the  public  to 
the  Bank  of  Ireland  (which  at  the  passing  of  this 
Act  amounts  to  two  million   six   hundred  and 
thirty  thousand    seven  hundred  and    sixty-nine 
pounds  four  shillings  and  eightpence), 
shall  be  at  the  rate  of  two  pounds  fifteen  shillings 
per  cent,  per  annum,  until  the  fifth  day  of  April,  one 
thousand  nine  hundred  and  three,  and  after  that  day, 
at  the  rate  of  two  pounds  ten  shillings  per  cent,  per 
annum:    Provided   that    if   the   Bank    concerned  by 
notice  in  writing  to  the  Treasury  six  months  before 
the  said  day  decline  to  accept   such  lower  rate  of 
interest,  the  debt  to  that  Bank  may  be  paid  off  with- 
out further  notice,  and  until  payment,  the  said  annuity 
or  interest  shall  continue  to  be  payable  at  the  rate  of 
two  pounds  fifteen  shillings  per  cent,  per  annum. 
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(2.)  The  said  annuity  or  interest  shall  be  paid  by  equal 
quarterly  payments  on  the  fifth  day  of  January,  the 
fifth  day  of  April,  the  fifth  day  of  July,  and  the  fifth 
day  of  October  in  each  year. 

Mode  of  dealing  ivith  dead  Bank  of  England  notes. 
7  &  8  Vict,  c.  32 

6. — (1.)  Where  Bank  of  England  notes  issued  more 
than  forty  years  have  not  been  presented  for  payment,  the 
Bank  of  England  may  write  off  the  amount,  or  any  pro- 
portion of  the  amount  of  the  said  notes  from  the  total 
amount  of  notes  issued  from  the  issue  department,  and 
the  Bank  Charter  Act  1844  shall  apply  as  if  the  amount 
of  notes  so  written  off  had  not  been  issued;  Provided 
that — 

(a.)  a  return  of  the  amount  of  notes  so  written  off 
shall  be  forthwith  sent  to  the  Treasury  and  laid 
by  them  before  Parliament;  and 
(b.)  this  section  shall  not  affect  the  liability  of  the 
Bank  to  pay  any  note  included  in  the  amount  so 
written  off,  and  if  it  is  presented  for  payment 
the  amount  shall  either  be  paid  out  of  the  bank 
notes,  gold  coin,  or  bullion,  in  the  banking  de- 
partment, or,  if  it  is  exchanged  for  gold  coin  or 
bullion  in  the  issue  department,  or  for  a  note 
issued  from  the  issue  department,  a  correspond- 
ing amount  of  gold  coin  or  bullion  shall  be  trans- 
ferred from  the  banking  department  and  appro- 
priated to  the  issue  department. 
(2.)  This  section  shall  be  construed  as  one  with  the 
Bank  Charter  Act,  1844. 
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Internal  regulations  and  stock  of  Bank  of  England. 

7. — (1.)  It  shall  be  lawful  for  Her  Majesty  the  Queen 
to  grant,  and  for  the  Bank  of  England  to  accept,  a  supple- 
mental charter  regulating  the  internal  affairs  of  the  cor- 
poration of  the  Bank  of  England,  and  if  such  charter  is 
granted  the  Act  specified  in  Part  III.  of  the  schedule  to 
this  Act  shall  be  repealed  as  from  the  date  of  such  supple- 
mental charter  to  the  extent  in  the  third  column  of  that 
schedule  mentioned.1 

(2.)  Notwithstanding  the  repeal  of  any  enactment  by 
this  Act  the  capital  stock  of  the  Bank  of  England  as 
existing  at  the  passing  of  this  Act  shall  be  subject  to  the 
enactments  so  far  as  unrepealed  which  relate  to  stock  of 
the  Bank  of  England,  and  the  holders  of  the  stock  shall 
be  members  of  the  corporation  of  the  Bank  of  England. 

Short  title,  commencement,  and  repeal. 

8. — (1.)  This  Act  may  be  cited  as  the  Bank  Act,  1892. 

(2.)  This  Act  shall  take  effect  as  from  the  beginning  of 
the  current  financial  year. 

(3.)  The  Acts  set  out  in  Parts  I.  and  II.  of  the  schedule 
to  this  Act  are  hereby  repealed  to  the  extent  in  the  third 
column  of  that  schedule  mentioned. 

The  Bank  of  England  established  branches  in  the  year 
1826,  at  the  suggestion  of  Lord  Liverpool,  in  order  to  ex- 
tend to  the  provinces  the  advantage  of  a  secure  circulation. 
This  was  considered  the  grand  desideratum  at  that  time, 
in  consequence  of  the  uumerous  failures  that  had  recently 
taken  place  among  the  country  bankers;  and  was  effected 
witli  the  greater  facility,  in  consequence  of  the  establish  - 

1  This  charter  was  applied  for  and  granted  in  1S96. 
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meiit  of  joint-stock    banks,   who    made  arrangements  for 
issuing  Bank  of  England  notes. 

The  branches  being  not  merely  banks  of  circulation,  but 
of  deposit,  of  discount,  and  of  remittance,  they  came  into 
competition  with  the  country  bankers.  This,  in  some 
cases,  reduced  the  charges  previously  made  on  banking 
transactions.  As  banks  of  discount,  they  charged  the  same 
rate  which  was  charged  at  the  London  office — a  charge 
usually  below  that  of  the  country  banks.  As  banks  of  re- 
mittance, they  granted  letters  of  credit  at  a  shorter  term. 
As  banks  of  deposit,  they  charged  no  commission.  But,  on 
the  other  hand,  they  allowed  no  interest  on  the  balance, 
and  they  allowed  no  account  to  be  overdrawn;  and  they 
would  not  receive  from  their  depositors  any  country  notes 
unless  the  banks  had  previously  opened  an  account  with 
them,  and  made  a  lodgment  to  meet  their  notes. 

The  branches  are  all  subordinate  to  the  parent  estab- 
lishment. They  carry  on  the  ordinary  business  of  local 
banking,  and  of  London  banking  as  well,  in  addition  to 
issing  bank  notes  and  bills.  Cash  for  their  notes  can  be 
demanded  only  at  the  particular  branch  which  has  issued 
them,  or  in  London.  The  accounts  are  balanced  every 
night,  and  the  balance  transmitted  to  town  daily,  to- 
gether with  particulars  of  all  the  transactions  of  the  day. 
One  of  the  most  important  public  services  performed  by 
the  branches  is  the  remittance  of  the  revenue,  which  is 
paid  into  them  by  the  collectors,  and  credit  is  then  at  once 
given  to  the  exchequer  account  in  London. 

The  bank  has  branches  at  Birmingham,  Bristol,  Hull, 
Leeds,  Liverpool,  Manchester,  Newcastle,  Plymouth, 
Portsmouth,  and  two  in  London,  called  the  West-end 
Branch,  and  the  Law  Courts  Branch. 

It  had  originally  branches  at  Exeter,  Gloucester,  Nor- 
wich, Swansea,  and  Leicester. 
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The  branch  at  Exeter  was  closed  May  1,  1834;  the 
Gloucester  branch  on  the  28th  February,  1849 ;  the  Nor- 
wich branch,  May  31,  1852;  the  Swansea  branch  on  28th 
February,  1859;  and  the  Leicester  branch  on  29th 
February,  1872.  The  reasons  assigned  for  withdrawing 
these  branches  do  not  appear  very  satisfactory.  The  Exeter 
branch  was  closed  because  another  branch  was  opened  on 
the  same  day  at  Plymouth,  and  the  branch  was  said  to  he 
removed  to  Plymouth.  The  opening  of  a  new  branch  at 
Plymouth  seems  to  have  no  necessary  connection  with  the 
closing  of  that  at  Exeter.  The  Gloucester  branch  was 
closed  because  a  railway  had  been  opened  to  Bristol,  and 
the  people  of  Gloucester  might,  if  so  disposed,  transact 
their  business  with  the  Bristol  branch.  The  distance  be- 
tween Gloucester  and  Bristol  is  about  the  same  as  that 
between  Manchester  and  Liverpool ;  but  the  directors  have 
never  announced  any  intention  of  closing  their  branch  at 
Manchester,  upon  the  ground  that  there  is  a  railway  to 
Liverpool.  The  true  reason  we  believe  to  be,  that  the 
business  at  these  branches  had  not  realized  the  anticipa- 
tions of  the  directors.  The  active  opposition  of  the  private 
bank  of  Messrs.  Sparkes  &  Co.  (afterwards  merged  in  the 
Devon  and  Cornwall  Bank),  prevented  the  Exeter  branch 
obtaining  much  business.  At  one  time  the  Gloucester 
Banking  Company  issued  only  the  notes  of  the  Gloucester 
branch,  but  afterwards  they  resumed  the  issue  of  their 
own  notes,  and  hence,  in  1843  and  subsequent  years,  the 
circulation  of  this  branch  declined.  The  Norwich  branch 
not  only  obtained  but  small  business,  but  made  large 
losses.  It  appears  from  parliamentary  returns  that  so 
.arly  as  the  year  1831,  the  bad  debts  at  this  branch 
amounted  to  .£32,000.  It  may  be  remarked  that  three  of 
the  branches  withdrawn  were  located  in  the  centre  of  agri- 
cultural districts,  and  the  most  prosperous  branches  have 
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been  Located  in  manufacturing  and  commercial  towns,  as 
Manchester,  Liverpool,  Birmingham,  and  Newcastle. 

Here  is  another  anomaly  of  the  Act  of  1844.  The  Bank 
of  England  is  placed  in  a  position  in  which  it  is  its  interest 
to  withdraw  some  of  its  branches.  At  the  same  time,  the 
banks  of  issue  in  the  neighbourhood  of  those  branches  are 
not  allowed  to  extend  their  issues  so  as  to  fill  up  the 
vacuum  which  is  thus  occasioned  in  the  amount  of  the 
local  circulation. 

In  addition  to  the  management  of  the  Government 
Funded  Debt,  which  has  always  been  conducted  by  the 
Bank  of  England,  that  corporation  has  of  late  years  under- 
taken the  management  of  the  Government  Unfunded  Debt, 
formerly  managed  by  the  Exchequer  Office,  of  the  Indian 
Debt,  of  the  Metropolitan  Funded  Debt,  the  London 
County  Council  Debt,  and  many  others. 

Pari  passu  with  this  increase  of  business,  additional 
facilities  have  been  afforded  to  the  recipients  of  dividends 
of  the  various  stocks  by  giving  them  the  option  of  receiv- 
ing their  dividend  warrants  by  post,  or  at  any  of  the 
branches  of  the  Bank  of  England.  The  bank  has  also 
waived  the  charge  of  Is.  6d.  which  it  formerly  made  for 
preparing  powers  of  attorney  for  the  receipt  of  divid- 
ends. 

In  the  Bullion  Office  an  important  modification  has  been 
made  in  the  assay  by  which  gold  is  bought  and  sold. 
Formerly,  what  was  called  the  Trade  Report  was  used,  and 
the  fineness  of  the  gold  was  quoted  to  the  |-  of  a  carat 
grain,  equal  to  7±  grains  Troy,  or  the  768th  part  of  the 
whole.  This  left  a  small  profit  to  the  bank  on  gold  bullion 
imported  by  them  into  the  Mint  for  the  purposes  of  the 
coinage,  since  the  Mint  assayed  much  closer ;  whereas  the 
assay  now  used  at  the  bank  determines  to  the  I  of  a  mil- 
lieme,  equivalent  to  the  3  qV o  Par^  °f  ^ne  whole,  and  leaves 
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do  appreciable  difference  between  the  bank  and  the  Mint 
assay. 

The  price  at  which  light  gold  coin  is  bought  by  the  bank 
has  also  been  raised  from  =£3  17s.  6^d.  per  ounce  to 
=£3  17s.  9d.,  the  authorities  of  the  Mint  receiving  this  coin 
from  the  bank  at  =£3  17s.  l(Hd,  instead  of  requiring  it  to 
be  remelted  and  reassayed,  as  was  the  practice  previously. 
It  is  to  be  hoped  that  this  change,  which  decreases  the 
loss  on  light  coins,  will  tend  to  induce  bankers  to  withdraw 
them  from  circulation,  and  thus  lend  their  aid  to  purge  the 
gold  currency,  which  is  at  present  in  a  very  unsatisfactory 
condition.1 

Under  the  Stock  Certificates  Act,  1863  (26  Vict.  c.  28), 
the  bank  issues  stock  certificates  for  Consols.  These  certifi- 
cates are  transferable  by  delivery;  but  the  transfer  may 
be  restricted  by  the  holder  filling  in  his  name,  address, 
and  quality,  in  a  space  provided  for  the  purpose.  These 
certificates  are  of  the  denominations  of  .£50,  =£100,  =£200, 
<£500,  and  £1000,  and  coupons  are  attached,  payable  to 
bearer. 

The  stockholder,  when  he  desires  to  obtain  certificates, 
transfers  the  stock  in  the  Transfer  Office  in  which  the 
business  of  that  particular  stock  is  transacted,  where  he 
receives  a  certificate  of  the  transfer,  and  this  he  exchanges 
in  the  Chief  Cashier's  Office  for  the  stock  certificate  he 
requires. 

"When  a  holder  of  stock  certificates  wishes  to  have  the 
stock  they  represent  reinscribed,  he  delivers  them  uj>  in 

1  By  the  terms  of  the  Coinage  Act  of  1891  the  Mint  now  ex- 
changes worn  gold  coins,  through  the  Bank  of  England,  for  new 
coins,  provided  they  show  no  evidence  of  ill-usage,  such  evidence 
being  the  loss  of  three  grains  or  more  in  weight.  The  opera- 
tion of  this  Act  has  greatly  improved  the  condition  of  the  gold 
coinage. 
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the  Chief  Cashier's  Office,  and  receives  a  certificate  en- 
titling him  to  have  a  corresponding  amount  of  stock  in- 
scribed in  his  name  in  the  Transfer  Office  of  the  stock. 

The  Government  makes  a  charge  of  2s.  per  cent,  for 
the  issue  of  certificates,  and  Is.  per  certificate  for  rein- 
Bcription. 

Stock  certificates  for  Metropolitan  Stocks  are  issued  in 
exactly  the  same  terms  as  certificates  for  the  G-overnment 
Funds,  and  for  corresponding  amounts,  with  the  excej)tion 
that  there  are  no  certificates  of  =£200. 

Stock  certificates  for  India  3J  per  cent.,  3  per  cent.,  and 
2|  per  cent,  stock  are  issued  for  .£100,  =£500,  and  <£1000; 
but  the  transfer  of  these  certificates  cannot  be  restricted, 
and  the  charges  are  slightly  different  from  those  for  the 
Government  funds. 

Most  of  the  other  stocks  inscribed  at  the  Bank  of 
England  can  be  exchanged  for  Stock  Certificates  to  bearer. 

The  Laws  of  the  Currency  with  Reference  to  the  Bank  of 
England. — In  March,  1841,  I  was,  at  the  request  of  the 
joint-stock  banks,  examined  as  a  witness  before  a  Select 
Committee  of  the  House  of  Commons,  "  appointed  to  in- 
quire into  the  effects  produced  on  the  circulation  of  the 
country  by  the  various  banking  establishments  issuing 
notes  payable  on  demand."  The  charge  advanced  at  the 
time  against  the  issuing  joint-stock  banks,  and  generally 
against  all  banks  of  issue,  was,  that  they  did  not  make  the 
amount  of  their  circulation  correspond  with  the  amount  of 
the  circulation  of  the  Bank  of  England.  With  reference 
to  this  accusation,  I  laid  before  the  committee  a  varietv 
of  tables,  designed  to  show  the  laws  which  regulated  the 
circulation  of  the  Bank  of  England,  of  the  country  banks, 
and  of  the  Banks  of  Ireland  and  of  Scotland  respectively. 
The  inference  was  designed  to  show  that  no  correspond- 
ence could  exist  between  the  circulation  of  these  several 
ii.  i 
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banks.  These  tables  cannot  be  introduced  Here.  But  the 
following  is  a  summary  of  my  evidence  on  this  subject, 
taken  from  an  article  on  "  The  Laws  of  the  Currency," 
which  I  published  in  the  ''Foreign  and  Colonial  Review" 
of  April,  1844: 

"  We  have  before  us  two  reports  from  the  Committee  on 
Banks  of  Issue,  laid  before  the  House  of  Commons  in  the 
years  1840  and  1841.  The  committee  report  the  evidence, 
and  abstain  from  giving  any  opinion  upon  the  great  ques- 
tions involved  in  the  inquiry.  They,  however,  recom- 
mended the  passing  of  the  Act  4  &  5  Vict.,  c.  50,  requiring 
a  monthly  registry  of  the  circulation  of  the  Bank  of  Eng- 
land, and  of  the  other  banks  of  issue,  with  the  amount  of 
bullion,  to  be  published  in  the  '  Royal  Gazette.'  It  may 
therefore  be  expected  that,  in  a  course  of  years,  a  sufficient 
number  of  facts  will  be  recorded  to  enable  future  genera- 
tions to  form  '  well-grounded  opinions '  on  this  important 
subject. 

"  In  the  meantime  we  will  make  use  of  the  information 
we  already  possess.  We  will  take  the  monthly  returns  of 
the  circulation  for  the  period  that  is  past,  that  is,  from 
September,  1833,  to  the  end  of  1843,  and  endeavour,  by 
observing  their  various  revolutions,  to  discover  if  they  are 
governed  by  any  fixed  causes  or  principles — to  ascertain  if 
those  principles  are  uniform  in  their  operation ;  and  if  we 
should  discover  that  the  revolutions  of  the  currency  are 
regulated  by  any  uniform  principles,  we  shall  call  those 
principles  the  Laws  of  the  Currency. 

"  We  shall  begin  with  that  portion  of  the  currency  which 
consists  of  notes  issued  by  the  Bank  of  England.  On 
looking  over  the  monthly  circulation  of  the  Bank  of  Eng- 
land, given  in  the  Table  No.  34,  in  the  Appendix  to  the 
Report  of  1840,  we  observe,  that  the  circulation  of  the 
months  in  which  the  public  dividends  are  paid  is  higher 
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than  in  the  subsequent  months.  Thus,  the  average  circu- 
lation of  January  is  higher  than  that  of  February  or 
March.  The  circulation  of  April  is  higher  than  that  of  May 
or  June.  The  circulation  of  July  is  higher  than  that  of 
August  or  September.  And  the  circulation  of  October  is 
higher  than  that  of  November  or  December.  This,  then, 
we  may  consider  as  one  law  of  the  circulation  of  the  Bank 
of  England — that  it  ebbs  and  flows  four  times  in  the 
year,  in  consequence  of  the  payment  of  the  quarterly 
dividends.  This  law  does  not  apply  to  any  other  bank,  as 
all  the  Government  dividends  are  paid  by  the  Bank  of 
England. 

"  Again,  the  purchase  and  sale  of  Government  stock 
and  exchequer  bills  by  the  Bank  of  England  affect  the 
amount  of  her  circulation.  If  the  bank  purchase  Govern- 
ment stock  or  exchequer  bills,  she  pays  for  them  in  her 
own  notes,  and  thus  increases  her  circulation.  If,  on  the 
other  hand,  she  sell  Government  stock  or  exchequer  bills, 
she  receives  payment  in  her  own  notes,  and  thus  her 
circulation  is  diminished.  Another  law,  then,  and  one 
peculiar  to  the  Bank  of  England,  is,  that  her  circulation 
is  affected  by  the  purchases  and  sales  of  Government 
securities.1 

"  As  the  payment  of  the  public  dividends  puts  into  cir- 
culation the  notes  of  the  bank,  the  receipt  of  the  public 
revenue  will  of  course  withdraw  her  notes  from  circulation. 
A  large  amount  of  the  public  revenue  is  paid  at  the  latter 
part  of  the  year,  and  this  probably  is  the  main  cause  why 
the  amount  of  the  Bank  of  England  circulation  is  always 
the  lowest  in  the  month  of  December.  Although  the 
circulation  ebbs  and  flows  four  times  in  the  year,  yet  the 

1  It  is  very  doubtful  whether  the  active  circulation  of  Bank  of 
England  notes  is  now  appreciably  affected  by  the  purchases  and 
sales  of  Government  securities  by  the  Bank. 


116  THE   HISTORY,    PRINCIPLES,   AND 

December1  point  is  always  the  lowest  point  throughout 
the  year;  and  this  is  the  case  in  every  year,  although  the 
Bank  of  England  is  always  open  in  December  for  short 
loans,  the  granting  of  which  increases  her  circulation. 
This,  then,  is  another  law  of  the  circulation. 

"  If  the  bank  purchase  bullion  with  her  notes,  that  will 
of  course  increase  her  circulation;  if  she  sell  bullion,  that 
will  diminish  her  circulation:  and,  as  the  bank  is  always 
open  for  the  purchase  of  bullion  at  a  fixed  price,  and  as 
gold  may  at  all  times  be  withdrawn  from  her  in  payment 
of  her  notes,  her  circulation  is  subject  to  considerable 
fluctuation  from  this  cause.  There  is  not,  however,  any 
uniform  correspondence  between  the  amount  of  her  circu- 
lation 2  and  the  amount  of  her  bullion;  for  when  she  pays 
the  public  dividends,  she  increases  her  notes,  but  diminishes 
her  bullion;  and  when  she  receives  the  public  revenue,  as 
in  December,  her  circulation  is  diminished,  but  the  bullion 
is  increased.  These  contrary  fluctuations  are  occasioned 
by  that  portion  of  our  currency  which  is  under  =£5  con- 
sisting of  the  precious  metals;  but  they  do  not  impugn  the 
law  which  states  that  the  purchase  of  gold  increases,  and  the 
sale  of  gold  diminishes,  the  amount  of  her  circulation. 

"We  have  thus  traced  those  peculiar  laws  which 
regulate  the  monthly  revolutions  of  the  circulation  of  the 
Bank  of  England.  We  shall  now  proceed  to  its  annual 
revolutions. 

"  Any  of  the  causes  of  the  monthly  fluctuations  of  the 
circulation  of  the  Bank  of  England,  if  called  into  operation 

1  This  is  now  no  longer  the  case. 

2  The  word  "circulation  "  means  of  course  the  amount  of  notes 
in  the  hands  of  the  public.  Since  the  passing  of  the  Act  of  1844 
the  word  has  been  sometimes  used  in  a  more  extended  sense,  so  as 
t  >  include  also  the  notes  in  the  hanking  department  of  the  Bank  of 
England. 
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more  in  oue  year  than  in  another,  may  beeome  causes  of 
annual  fluctuations.  But  the  most  uniform  and  permanent 
cause  of  annual  fluctuation  appears  to  be  made  by  the 
purchases  ;ind  sales  of  bullion.  The  word  'bullion'  in  the 
bank  returns,  means  gold  and  silver,  whether  coined  or 
uncoined,  and  whether  lying  at  the  head  office  or  at  the 
branches.  When  the  foreign  exchanges  are  in  favour  of 
this  country,  bullion  is  imported  and  sold  to  the  Bank  of 
England;  and  when  the  exchanges  are  unfavourable,  gold 
is  exported,  and  the  exporters  obtain  the  gold  from  the 
Bank  of  England,  either  by  purchase  or  by  demanding 
payment  of  her  notes.  In  most  cases,  however,  the  circu- 
lation does  not  fluctuate  so  much  as  the  bullion.  For 
when  notes  are  issued  against  a  large  importation  of 
bullion,  money  becomes  abundant  and  cannot  be  employed, 
and  hence  it  is  lodged  by  bankers  and  others  in  the  Bank 
of  England,  on  deposit.  But  so  long  as  the  bank  keeps 
her  securities  of  the  same  amount,  the  increase  of  the 
bullion  will  always  be  about  equal  to  the  increase  of  the 
circulation  and  the  deposits  added  together.  And  on  the 
other  hand,  when  an  adverse  exchange  draws  bullion  from 
the  bank,  the  deposits  decrease  as  well  as  the  circulation: 
and  the  decrease  in  both  together  will  be  equal  to  the 
amount  of  gold  withdrawn;  that  is,  supposing  the  se- 
curities to  remain  the  same. 

"  By  '  securities  '  is  meant  Government  stock,  exchequer 
bills,  loans,  discounted  bills,  or  anything  else  on  which  the 
bank  may  have  advanced  money.  It  is  a  principle  of 
management  by  the  bank  to  keep  the  total  amount  of  their 
securities  equal,  or  nearly  so;  and  so  long  as  this  rule  is 
acted  upon,  the  tendency  of  exportations  or  importations 
of  bullion  to  produce  the  variations  we  have  described, 
must  be  considered  as  one  of  the  laws  of  the  circulation." 

One  Bank  of  Issue. — Mr.  Cotton,  who  was  the  Governor 
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of  the  Bank  of  England  when  the  Act  of  1844  was  passed, 
stated  in  the  evidence  before  a  Committee  of  the  House  of 
Commons,  in  1848,  that  the  ultimate  object  of  that  Act 
was  the  establishment  of  one  bank  of  issue.1  I  was  ex- 
amined on  this  subject  before  the  Committee  on  Banks  of 
Issue,  in  the  year  1841.  The  following  is  a  summary  of 
my  evidence: 

1.  If  we  had  only  one  hank  of  issue  we  should  have  some- 
times too  much  money  and  sometimes  too  Utile  for  the  wants 
of  trade. — "  I  think  it  is  one  of  the  inconveniences  of  a  me- 
tallic currency,  and  would,  in  fact,  be  one  of  the  incon- 
veniences of  a  sole  bank  of  issue,  that  at  one  part  of  the 
year  we  should  have  too  much  money,  and  at  another  part 
too  little;  because,  as  money  would  not  fluctuate  in  amount, 
and  the  demands  of  trade  would  fluctuate,  the  amount  of 
money  would  not  be  proportionate  throughout  the  year  to 
the  demands  of  trade."  ..."  I  have  shown,  from  Appen- 
dix 34,  that  even  taking  the  whole  circulation  together, 
there  is  a  difference  varying  from  two  to  four  millions  in 
the  total  amount  of  the  circulation;  and,  therefore,  after 
supposing  all  these  transfers  to  have  taken  place,  if  they 
could  have  taken  place  at  all,  and  that  the  surplus  of  one 
district  was  to  supply  the  wants  of  another,  still  there 
would  be  a  very  great  inequality  in  the  amount  of  money, 
as  compared  with  the  demands  of  trade." 

"  It  appears,  from  Appendix  34,  that  the  total  amount 
of  notes  in  England,  Scotland,  and  Ireland,  varies  very 
considerably  in  different  months  of  the  year.  Supposing, 
then,  that  you  had  one  bank,  and  that  all  the  notes  in 
circulation  were  the  notes  of  that  one  bank,  which  did 
nothing  but  issue  notes  against  gold,  and  gold  against 
notes,  how  would  you  employ  those  notes  which  were  not 

1  Commons,  4561. 
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wanted  in  the  slack  periods  of  the  season?"  .  .  .  "  It  is 
evident,  from  Appendix  34,  that  during  some  part  of  the 
year  there  is  not  employment  for  the  entire  amount  of 
money  that  is  required  in  another  season  of  the  year;  and 
if  you  had  one  bank  of  issue,  as  you  could  not  contract  the 
circulation,  you  would  have  a  surplus  circulation,  which 
would  have  the  effect  of  lowering  the  rate  of  interest,  and 
promoting  speculation." 

2.  One  bank  of  issue  would  reduce  the  means  of  the  country 
bankers  to  afford  assistance  to  their  customers,  and  hence 
cause  great  distress,  especially  in  the  agricultural  districts. — 
"  What  would  be  the  effect  which  you  think  it  would  pro- 
duce upon  country  bankers?"  .  .  .  "  I  think  the  banks, 
in  the  first  place,  having  to  pay  off  their  notes,  it  would 
reduce  their  funds,  from  which  they  now  give  accommoda- 
tion to  their  customers ;  and  in  order  to  find  funds  to  pay 
off  those  notes,  they  would  have  to  recall  loans,  and  to  re- 
duce discounts  to  such  a  degree  as  to  canse  considerable 
distress  throughout  the  country,  and  more  especially  in 
the  agricultural  districts." 

3.  The  bankers  would  be  compelled  to  increase  their  charges. 
— "  What  effects  do  you  imagine  would  ensue  when  the 
measure  had  once  been  carried  into  effect?"  .  .  .  "After 
the  measure  had  once  been  carried  into  effect,  the  charges 
which  the  country  bankers  would  be  compelled  to  make 
upon  that  accommodation  which  they  would  still  have  the 
power  of  affording  must  be  considerably  increased." 

"  Why?  "  .  .  .  "  Because  they  would  then  get  no  profit 
upon  the  notes;  at  present  they  can  afford  to  advance 
money  at  a  low  rate  of  interest  when  issued  in  their  own 
notes,  because  of  the  profit  upon  those  notes.  When  I  was 
in  Ireland,  I  discounted  bills  at  the  same  rate  which  was 
charged  by  the  Bank  of  England  here,  and  for  the  same 
reason,  because  I  issued  my  own  notes ;  bnt  if  the  country 
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bankers  had  to  bring  the  money  from  a  distance  and  lend 
it  to  their  customers,  they  must  get  a  greater  interest  from 
their  customers  than  they  could  get  by  employing  it  in 
London  or  elsewhere,  and  hence  they  must  make,  either  in 
the  form  of  interest,  or  in  the  form  of  commission,  heavier 
charges  than  they  made  before." 

4.  One  bank  of  issue  ivould  cause  some  of  the  smaller 
banking  establishments  to  be  discontinued. — "  The  profit  on 
the  circulation  being  thus  reduced,  there  would  be  a  further 
effect  by  the  limitation  of  banking  establishments;  for 
some  of  those  establishments  are  so  small,  and  established 
in  places  so  remote,  that  they  would  scarcely  pay  the  ex- 
pense of  conducting  them,  unless  for  the  profits  of  the  cir- 
culation; and  yet  the  withdrawal  of  those  establishments, 
though  connected  with  no  great  profit  to  the  bank,  would 
be  attended  with  very  considerable  loss  and  inconvenience 
to  the  inhabitants  of  those  places,  because  those  banks 
act  as  receivers  of  the  surplus  capital,  and  hence  they  are 
useful  to  persons  who  have  money  to  place  in  those  banks: 
they  act  as  discounters  and  granters  of  loans,  and  hence 
they  are  useful  to  the  productive  industry  of  the  country ; 
they  are  also  useful  as  banks  of  remittance,  for  the  pur- 
pose of  making  payments  from  those  places  elsewhere,  and 
hence  they  are  useful  to  traders;  and  those  useful  pur- 
poses, as  far  as  many  small  banks  are  concerned,  would  be 
altogether  annihilated  if  those  establishments  did  not 
issue  their  own  notes." 

"  In  your  opinion,  the  suppression  of  their  circulation 
would  render  it  necessary  for  them  to  charge  a  higher 
commission  upon  their  operations,  or  a  higher  interest 
upon  the  loans  which  they  make?"  ....  "With  regard 
to  those  small  establishments,  I  do  not  think  any  rate  of 
commission  could  pay  the  expense:  with  regard  to  the 
larger  establishments,  you  might  make  up  for  the  deficiency 
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of  profit  upon  the  circulation  by  an  increased  charge  of 
commission;  but  with  regard  to  small  establishments,  in 
remote  places,  the  business  is  not  sufficient,  even  with  the 
charge  of  commission,  to  pay  the  expense  without  the  profits 
of  the  circulation;  annihilation  of  the  circulation  would 
lead  to  annihilation  of  the  bank." 

5.  One  bank  of  issue  would  lead  to  the  substitution  of  bills 
of  exchange,  or  some  other  form  of  credit  currency. — "  Do 
you  conceive  that  it  would  have  any  effect  upon  what  you 
have  called  the  amount  of  the  circulation,  which  in  your 
opinion  is  required  at  different  times  of  the  year?  "  .  .  .  . 
"  I  think  it  would  have  a  considerable  effect  generally  in 
the  reduction  of  the  circulation ;  because,  if  the  circulation 
was  issued  by  one  single  bank,  the  local  bankers  in  the  re- 
spective districts  would  have  no  interest  in  increasing  the 
amount  of  that  circulation,  and  hence,  in  places  where  it 
could  be  done,  the  bankers  would  most  likely  have  recourse 
to  a  bill  circulation,  and  they  would  substitute  bills  for  the 
circulation  of  this  one  bank  of  issue.  We  know  that  at 
Manchester  and  Liverpool,  and  in  other  places  in  that  dis- 
trict, a  bill  circulation  a  short  time  ago  was  almost  the 
entire  circulation;  and  it  was  not  till  the  Bank  of  England 
established  branches  in  those  places  that  the  bill  circulation 
became  considerably  reduced;  and  even  then  the  bank  ob- 
tained a  circulation  in  those  places  only  by  offering  their 
notes  to  country  bankers  at  a  reduced  rate  of  interest.  Now, 
if  you  had  only  one  bank  of  issue,  it  is  not  to  be  supposed 
that  the  country  bankers  would  obtain  those  notes  at  a  re- 
duced rate  of  interest,  and  consequently  they  would  have 
no  advantage  in  getting  them  into  circulation;  they  would 
fall  back  upon  their  bill  circulation,  upon  which  they  got 
a  profit,  and  the  amount  of  note  circulation  would,  I  think, 
be  considerably  reduced." 

6.  With  one  bank  of  issue  the  reactions  of  the  Foreign 
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Exchanges  would  produce  great  and  universal  distress,  and 
yet  not  accomplish  that  constant  conformity  between  the 
London  and  country  circulation  which  is  sought  to  be  at- 
tained.— "  Do  you  conceive  that  such  a  change  as  has  been 
contemplated,  namely,  the  abolition  of  country  bank  notes, 
would  produce  any  effect  upon  the  foreign  exchanges?  "  .  .  .  . 
"  The  effect  upon  the  foreign  exchanges  would  depend 
upon  the  principle  upon  which  the  single  bank  of  issue 
was  conducted.  If  conducted  merely  by  issuing  gold  for 
notes  and  notes  for  gold,  I  consider  that  when  the  foreign 
exchanges  were  favourable,  and  brought  in  a  large  amount 
of  gold,  then  there  would  be  a  large  amount  of  notes  put 
into  circulation.  I  think  that  was  the  case  in  1837  and 
1838,  although  the  Bank  of  England  did  not  issue  to  such 
an  extent  as,  upon  the  principle  assumed,  this  one  bank  of 
issue  would  be  compelled  to  do.  I  consider  that  thus  this 
large  amount  of  notes  put  into  circulation  against  the  im- 
portation of  gold  would  reduce  the  rate  of  interest,  would 
excite  speculation,  and  lead  to  foreign  investments;  that  a 
reaction  would  then  take  place,  and  the  amount  of  con- 
traction would  be  very  considerable,  so  as  to  produce  very 
great  distress." 

"Now,  whether  you  have  different  banks,  or  whether 
you  have  only  one  bank,  if  there  is  a  certain  amount  of 
circulation  in  the  country,  and  a  certain  amount  in  London, 
and  the  Bank  of  England,  or  the  central  bank,  purchase  a 
large  amount  of  bullion  in  London,  that  immediately  dis- 
turbs the  proportion  that  existed  between  the  London  cir- 
culation and  the  country  circulation;  and,  on  the  other 
hand,  if  there  is  a  demand  for  bullion  to  go  abroad,  and 
bullion  is  sold  at  the  central  office,  that  will  contract  the 
circulation,  and  contract  it  much  more  than  it  could  be 
immediately  contracted  in  the  country.  If,  therefore,  the 
liability  to  a  disproportion  in  amount  between  the  country 
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and  the  London  circulation  La  a  defect  in  the  existing 
system,  it  is  a  defect  which  the  establishment  of  only  one 
hank  of  issue  will  not  remedy." 

7.  The  establishment  of  one  bank  of  issue  would  embarrass 
the  fiscal  ope  rut  ions  of  the  Government. — "  I  may  now  state, 
with  reference  to  the  payment  of  the  public  dividends,  that 
the  Bank  of  England  advances  loans  in  December,  before 
the  dividends  are  paid,  which  loans  are  discharged  after 
the  dividends  are  paid,  and  thus  the  fluctuation  in  the 
currency  is  very  considerably  diminished  from  what  it 
otherwise  would  be.  Now,  if  we  had  a  bank  that  could  not 
do  this,  if  the  currency  were  issued  upon  what  have 
been  called  currency  principles,  then  the  Chancellor  of 
the  Exchequer  must  have  the  whole  amount  of  the  January 
dividends  in  his  strong-room  before  he  could  pay  those 
dividends.  Out  of  the  circulation  of  England  and  Wales, 
consisting  of  about  <£28,000,000,  you  must  collect  eight 
millions  and  a  half,  and  lock  them  up  in  the  custody  of  the 
Government  previously  to  the  payment  of  the  dividends; 
then  you  pay  out  in  a  mass  these  eight  millions  and  a  half, 
and  that  in  a  state  of  contracted  currency;  and  thus  you 
go  on,  four  times  in  the  year,  producing  the  most  violent 
and  most  extravagant  fluctuations:  whereas  now,  by  the 
excellent  plan  adopted  by  the  Bank  of  England  in  issuing 
her  notes  before  the  payment  of  the  dividends,  by  means 
of  loans,  which  are  discharged  after  the  payment  of  the 
dividends,  notwithstanding  you  pay  eight  millions  and  a 
half  of  dividends,  you  produce  a  fluctuation  in  the  currency 
of  only  two  millions  and  a  half." 

8.  The  principle  of  one  bank  of  issue  cannot  be  applied  to 
the  various  currencies  of  the  United  Kingdom. — "  What  is 
the  general  conclusion  which  you  propose  to  draw  from  the 
tables  you  have  put  in?"  .  .  .  .  "The  general  conclusion 
I  would  draw  is,  that  the  Bank  of  England  is  governed  by 
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certain  laws  which  do  not  apply  to  the  country  circulation ; 
that  the  country  circulation  of  England  is  also  governed 
by  laws  peculiar  to  itself;  that  the  circulation  of  Ireland 
is  also  governed  by  laws  peculiar  to  itself;  that  the  cir- 
culation of  Scotland  is  also  governed  by  laws  peculiar  to 
itself;  that  those  respective  circulations  are  all  governed 
by  uniform  laws,  as  is  shown  by  their  arriving  at  nearly 
the  same  point  at  the  same  period  of  the  year;  and,  there- 
fore, that  you  cannot  introduce  any  system  by  which  all 
those  various  circulations,  governed  by  different  laws,  can 
be  amalgamated  into  one  system;  that  such  a  system  would 
be  at  variance  with  itself,  and  would  tend  to  destroy  that 
beautiful  system  of  country  banking  which  now  exists  in 
this  country — a  system  which  has  tended  very  much  to  the 
prosperity  of  this  country,  which,  by  receiving  the  surplus 
capital  of  different  districts,  and  giving  out  the  capital  for 
the  encouragement  of  trade,  calls  forth  all  the  natural  re- 
sources of  the  country,  and  puts  into  motion  the  industry 
of  the  nation,  and  at  the  same  time  supplies  a  circulation 
which  expands  and  contracts  in  each  district  according  as 
it  is  required  by  the  trade  or  agriculture  of  the  district. 
Those  expansions  or  contractions  take  place  at  different 
periods  of  the  year  in  different  districts;  the  circulation 
expands  when  the  wants  of  trade  require  it,  and  when  no 
longer  wanted  it  again  returns;  and  I  think  this  beautiful 
system,  in  the  language  of  the  resolutions  passed  by  the 
deputies  from  the  joint-stock  banks,  '  has  greatly  promoted 
the  agriculture,  trade,  mining,  and  general  industry  of  the 
nation,  and  that  equal  advantages  cannot  be  produced  by 
one  bank  of  issue.'  " 

We  shall  conclude  this  section  by  copying  the  corre- 
spondence between  the  First  Lord  of  the  Treasury  and  the 
Chancellor  of  the  Exchequer  and  the  Bank  of  England  re- 
specting the  suspension  of  the  Act  of  1844: 
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"Downing  Street,  Oct.  25th,  1847. 

"Gentlemen, 

"  Her  Majesty's  Government  have  seen  with  the 
deepest  regret  the  pressure  which  has  existed  for  some 
weeks  upon  the  commereial  interests  of  the  country,  and 
that  this  pressure  has  been  aggravated  by  a  want  of  that 
confidence  which  is  necessary  for  carrying  on  the  ordinary 
dealings  of  trade. 

"  They  have  been  in  hopes  that  the  check  given  to  deal- 
ings of  a  speculative  character,  the  transfer  of  capital  from 
other  countries,  the  influx  of  bullion,  and  a  feeling  which 
the  knowledge  of  these  circumstances  might  have  been 
expected  to  produce,  would  have  removed  the  prevailing 
distrust. 

"  They  were  encouraged  in  this  expectation  by  the  speedy 
cessation  of  a  similar  state  of  feeling  in  the  month  of  April 
last. 

"  These  hopes  have,  however,  been  disappointed,  and 
Her  Majesty's  Government  have  come  to  the  conclusion 
that  the  time  has  arrived  when  they  ought  to  attempt, 
by  some  extraordinary  and  temporary  measure,  to  restore 
confidence  to  the  mercantile  and  manufacturing  com- 
munity. 

"  For  this  purpose,  they  recommend  to  the  Directors  of 
the  Bank  of  England  in  the  present  emergency  to  enlarge 
the  amount  of  their  discounts  and  advances  upon  ap- 
proved security;  but  that  in  order  to  retain  this  opera- 
tion within  reasonable  limits  a  high  rate  of  interest  should 
be  charged. 

"  In  present  circumstances  they  would  suggest  that  the 
rate  of  interest  should  not  be  less  than  eight  per  cent. 

"  If  this  course  should  lead  to  any  infringement  of  the 
existing  law,  Her  Majesty's  Government  will  be  prepared 
to  propose  to  Parliament  on  its  meeting  a  Bill  of  Indemnity. 
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They  will  rely  upon  the  discretion  of  the  directors  to  reduce 
as  soon  as  possible  the  amount  of  their  notes  if  any  extra- 
ordinary issue  should  take  place,  within  the  limits  pre- 
scribed by  law. 

"Her  Majesty's  Government  are  of  opinion  that  any 
extra  profit  derived  from  this  measure  should  be  carried 
to  the  account  of  the  public,  but  the  precise  mode  of  doing 
so  must  be  left  to  future  arrangement. 

"  Her  Majesty's  Government  are  not  insensible  of  the 
evil  of  any  departure  from  the  law  which  has  placed  the 
currency  of  this  country  upon  a  sound  basis;  but  they  feel 
confident  that,  in  the  present  circumstances,  the  measure 
which  they  have  proposed  may  be  safely  adopted,  and  at 
the  same  time  the  main  provisions  of  that  law,  and  the 
vital  principle  of  preserving  the  convertibility  of  the  bank 
note,  may  be  firmly  maintained. 

"  We  have  the  honour  to  be,  Gentlemen, 
"  Your  obedient,  humble  Servants, 

(Signed)  "J.  Eussell. 

"  Charles  Wood. 

"  The  Governor  and  Deputy  Governor 
"  of  the  Bank  of  England." 

"Bank  of  England,  Oct.  25th,  1847. 

"  Gentlemen, 

"  We  have  the  honour  to  acknowledge  your  letter 
of  this  day's  date,  which  we  have  submitted  to  the  Court 
of  Directors,  and  we  enclose  a  copy  of  its  Resolutions 
thereon. 

"  We  have  the  honour  to  be,  Gentlemen, 
"  Your  most  obedient  Servants, 

11  James  Morris,  Governor. 

"  H.  J.  Prescott,  Deputy  Governor." 
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At  a  Court  of  Directors,  at  the  Bank  of  England,  Mon- 
day, October  25,  1847: 

"  Resolved — 

"  1.  That  this  Court  do  accede  to  the  recommendation 
contained  in  the  letter  from  the  First  Lord  of  the  Treasury 
and  the  Chancellor  of  the  Exchequer,  dated  this  day,  and 
addressed  to  the  Governor  and  Deputy  Governor  of  the 
Bank  of  England,  which  has  just  been  read. 

"  2.  That  the  minimum  rate  of  discount  on  bills  not 
having  more  than  ninety-five  days  to  run  be  8  per  cent. 

"  3.  That  the  advances  be  made  on  bills  of  exchange,  on 
stock,  exchequer  bills,  and  other  approved  securities,  in 
sums  of  not  less  than  two  thousand  pounds,  and  for  a 
period  to  be  fixed  by  the  Governors,  at  the  rate  of  8  per 
cent,  per  annum." 

"Downing  Street,  Nov.  23rd,  1847. 

"  Gentlemen, 

"  Her  Majesty's  Government  have  watched  with  the 
deepest  interest  the  gradual  revival  of  confidence  in  the 
commercial  classes  of  the  country. 

"  They  have  the  satisfaction  of  believing  that  the  course 
adopted  by  the  Bank  of  England,  on  their  recommenda- 
tion, has  contributed  to  produce  this  result,  whilst  it  has 
led  to  no  infringement  of  the  law. 

"It  appears  from  the  accounts  which  you  have  trans- 
mitted to  us,  that  the  Reserve  of  the  Bank  of  England 
has  been  for  some  time  steadily  increasing,  and  now 
amounts  to  =£5,000,000.  This  increase  has  in  a  great 
measure  arisen  from  the  return  of  notes  and  coin  from 
the  country. 

"The  bullion  exceeds  £10,000,000,  and  the  state  of 
the  exchanges  promises  a  further  influx  of  the  precious 
metals. 
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"  The  knowledge  of  these  facts  by  the  public  is  calcu- 
lated to  inspire  still  further  confidence. 

"In  these  circumstances  it  appears  to  Her  Majesty's 
Government  that  the  purpose  which  they  had  in  view  in 
the  letter  which  we  addressed  to  you  on  the  25th  October 
has  been  fully  answered,  and  that  it  is  unnecessary  to 
continue  that  letter  any  longer  in  force. 

"We  have  the  honour  to  be,  G-entlemen, 
"  Your  obedient,  humble  Servants, 

(Signed)  "  J.  Russell. 

"  Charles  Wood. 

"  The  Governor  and  Deputy  Governor 
of  the  Bank  of  England." 

"  Bank  of  England,  Nov.  23rd,  1847. 

"  Gentlemen, 

"  We  have  the  honour  to  acknowledge  the  receipt 
of  your  letter  of  this  day's  date,  in  which  you  communicate 
to  us  that  in  consequence  of  the  gradual  revival  of  confid- 
ence in  the  commercial  classes  of  the  country,  it  appears 
to  Her  Majesty's  Government  that  the  object  they  had  in 
view  in  the  letter  they  addressed  to  us  on  the  25th  October 
has  been  fully  answered,  and  that  it  is  unnecessary  to  con- 
tinue that  letter  any  longer  in  force. 

"  We  have  the  honour  to  be,  Gentlemen, 
"  Your  most  obedient  Servants, 

"  James  Morris,  Governor. 

"  H.  J.  Prescott,  Deputy  Governor. 

"  To  the  First  Lord  of  the  Treasury  and  the 
Chancellor  of  the  Exchequer." 
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SECTION  XXVII. 

THE  LONDON  PRIVATE  BANKERS. 

DY  the  Bank  Charter  Act  of  1844  (7  &  8  Vict.,  c.  32, 
*-*  s.  21),  it  was  enacted  "that  every  banker  in  England 
and  Wales,  who  is  now  carrying  on,  or  shall  hereafter 
carry  on  business  as  such,  shall,  on  the  first  day  of  January 
in  each  year,  or  within  fifteen  days  thereafter,  make  a  re- 
turn to  the  Commissioners  of  Stamps  and  Taxes  at  their 
head  office  in  London,  of  his  name,  residence,  and  occupa- 
tion, or  in  the  case  of  a  company  or  partnership,  of  the 
name,  residence,  and  occupation  of  every  person  compos- 
ing or  being  a  member  of  such  company  or  partnership, 
and  also  the  name  of  the  firm  under  which  such  banking 
company  or  partnership  carry  on  the  business  of  banking, 
and  of  every  place  where  such  business  is  carried  on;  and 
if  any  such  banker,  company,  or  partnership,  shall  omit  or 
refuse  to  make  such  return  within  fifteen  days  after  the 
said  first  day  of  January,  or  shall  wilfully  make  other 
than  a  true  return  of  the  persons  as  herein  required,  every 
banker,  company,  or  partnership  so  offending,  shall  forfeit 
and  pay  the  sum  of  =£50;  and  the  said  Commissioners  of 
Stamps  and  Taxes  shall,  on  or  before  the  first  day  of 
March  in  every  year,  publish  in  some  newspaper  circulat- 
ing within  each  town  or  county  respectively,  a  copy  of  the 
return  so  made  by  every  banker,  company,  or  partnership 
carrying  on  the  business  of  bankers  within  such  town,  or 
county  respectively,  as  the  case  may  be." 

II.  K 
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This  was  the  first  time  that  any  of  the  banking  com- 
panies in  London  were  required  to  make  returns  to  Govern- 
ment of  the  number  or  names  of  their  partners.  All  banks 
that  issued  notes  were  required,  when  they  applied  for  a 
licence,  to  name  their  partners ;  but  as  none  of  the  London 
bankers  issued  notes,  they  required  no  licence,  and  made 
no  return.  Nor  did  the  joint-stock  banks  established  in 
London  make  any  returns  to  the  Government  of  their 
partners.  For  as  they  did  not  possess,  until  1844,  the 
power  of  suing  and  being  sued  in  the  name  of  their  public 
officers,  they  did  not  register,  at  any  Government  office, 
the  names  of  their  partners,  though,  in  some  cases,  these 
names  were  appended  to  the  Annual  Reports  of  the  direc- 
tors. This  Act  came  into  operation  in  January,  1845,  and 
we  have  now,  therefore,  the  means  of  obtaining  the  names 
of  all  the  partners  in  all  the  banking  establishments 
throughout  England  and  Wales. 

The  Act  not  only  requires  that  the  bankers  shall  make 
these  returns  between  the  first  and  fifteenth  of  January 
in  each  year,  it  requires  also,  that  the  Commissioners  of 
Stamps  and  Taxes  shall  publish  them  before  the  first  of 
March  following,  in  some  newspaper  that  circulates  within 
the  town  or  county  in  which  the  bankers  making  the  return 
carry  on  their  business.  The  returns  from  the  London 
banks  are  published  in  supplements  to  the  "  London 
Gazette,"  which  we  presume  is  considered  to  be  a  news- 
paper within  the  meaning  of  the  Act.1 

The  particulars  required  to  be  returned  by  the  Act,  and 
stated  in  the  "  Gazette,"  are,  the  name  of  the  firm  or 
company;  the  name,  residence,  and  occupation  of  the  per- 
sons of  whom  the  company  or  partnership  consists;  and 

1  Companies  registered  under  the  Companies  Acts  are  not  bound 
by  this  section  of  the  Act  of  1844.    Cf.  45  &  46  Vict.,  c.  72,  sec. 

11  (1). 


PRACTICE   OF  BANKING.  131 

the  name  <>f  the  place  or  places  where  the  business  is 
carried  on. 

The  Clearing  Banks  are  banks  of  deposit  and  of  dis- 
count, and  they  act  as  agents  to  the  country  banks.  The 
I 'auks  in  Fleet  Street  and  in  Westminster  do  not  usually 
discount  bills  for  their  customers,  nor  act  as  agents  to 
country  banks.  Their  connections  embrace  chiefly  the 
clergy,  the  gentry,  and  the  nobility.  Their  loans  to  their 
customers  are  chiefly  upon  landed  security  or  stocks  and 
shares,  and  they  are  supposed  to  hold  a  large  amount  of 
Government  securities. 

Those  who  act  as  agents  to  country  banks  charge  a  com- 
mission on  the  debit  side  of  the  account,  and  some  of  them 
allow  interest  on  the  daily  balance.  Instead  t>f  a  pro  rata 
commission,  some  country  banks  pay  their  agent  by  a 
fixed  annual  payment,  or  by  keeping  in  his  hands  a  cer- 
tain balance  without  interest.  None  of  the  present  London 
bankers  have  ever  issued  notes,1  though,  until  the  year 
1844,  they  had  legally  the  power  of  doing  so.  Most  of 
them  issue  "  Circular  Notes,"  for  the  use  of  travellers  on 
the  Continent. 

The  following  is  a  summary  of  part  of  the  evidence 
delivered  before  the  Bank  Committee  of  1832,  by  George 
Carr  Glyn,  Esq.,  respecting  the  London  bankers: 

"There  are  sixty-two  private  banks  in  the  metropolis, 
none  of  which  for  the  last  fifty  years  have  issued  notes  of 
their  own,  though  it  would  seem  that  such  of  them  as 
consist  of  fewer  than  six  partners  might  lawfully  circulate 
their  own  paper  if  they  pleased.  As  they  act  entirely  with 
the  Bank  of  England  paper,  it  is  doubtful  whether  there 
be  any  limit  to  the  number  of  partners  of  which  London 
private  banks  may  consist.    They  receive  deposits,  upon 

1  This  is  not  quite  true.  There  are  still  in  existence  notes  issued 
by  Child's  Bank  at  various  dates  during  the  eighteenth  century. 
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which  they  pay  no  interest.  The  system  of  allowing  in- 
terest on  deposits  was  formerly  tried  in  London,  but  the 
houses  that  attempted  it  invariably  failed.  The  deposits 
held  by  the  London  bankers  are  generally  composed  of 
very  large  sums,  which  are  necessarily  payable  on  demand; 
and  hence  they  cannot  be  made  use  of  to  the  same  extent 
as  those  which  are  entrusted  to  country  bankers,  and 
which,  whenever  interest  is  allowed,  are  usually  left  with 
them  for  a  stipulated  period.  On  the  other  hand,  in  all 
ordinary  transactions,  the  London  banks  charge  no  com- 
mission to  their  customers. 

"  The  London  banks,  in  order  to  be  able  to  meet  their 
engagements,  usually  keep  a  large  deposit,  nearly  equal, 
perhaps,  to  half  of  what  they  hold  in  reserve,  in  the  Bank 
of  England;  a  portion  of  their  current  funds  they  neces- 
sarily hold  at  home  in  bank  paper,  and  a  small  amount  in 
gold.  Their  deposit  in  the  bank  they  consider  as  so  many 
notes  in  their  drawer,  liable  to  be  called  out  by  the  daily 
fluctuations  in  the  accounts  of  their  customers.  The  bal- 
ances in  their  hands,  often  very  large,  are  frequently  with- 
drawn without  notice;  hence  their  intercourse  is  almost 
hourly  with  the  Bank  of  England,  from  which  they  re- 
ceive every  facility. 

11  In  order  to  turn  their  funds  to  profit,  the  London 
bankers  employ  as  much  money  as  they  can  amongst  their 
customers.  They  invest  a  considerably  larger  proportion 
of  their  deposits  in  bills  of  exchange  and  promissory  notes 
than  in  public  securities.  The  city  banker  is,  however, 
under  a  disadvantage  in  this  respect,  which  is  not  felt  by 
the  banker  at  the  west  end  of  the  town.  The  latter  may, 
to  a  certain  extent,  depend  upon  the  use  of  the  money 
deposited  with  him,  as  his  accounts  are  usually  those  of 
country  gentlemen,  and  individuals  out  of  trade;  whereas 
the  former,  whose  accounts  are  principally  those  of  per- 
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sons  actively  engaged  iii  commercial  or  money  operations 
can  hardly  know  three  days  beforehand  what  the  amount 
of  his  deposits  may  be  at  any  given  period.  The  London 
bankers  are  obliged  to  employ  their  money  occasionally  at 
a  very  low  rate  of  interest.  In  some  cases,  it  may  have 
been  within  the  last  twelve  months,  2|  per  cent.;  but  the 
average  has  been  from  3  to  31,  and  it  has  fairly  kept  at 
that  rate.  The  highest  rate  has  been  4  for  short  bills, 
but  5  has  been  charged  for  bills  of  twelve  or  eighteen 
months." 
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SECTION  XXVIII. 

LONDON  JOINT-STOCK  BANKS. 

A  S  an  introduction  to  the  joint-stock  banks  of  London, 
**-  we  avail  ourselves  of  the  following  sketch  of  the  his- 
tory of  joint-stock  banking  which  we  find  in  Mr.  H.  D. 
Macleod's  elaborate  and  accurate  work.  We  do  this  with 
the  greater  satisfaction  on  account  of  the  testimony  it 
bears,  by  implication,  to  the  merits  of  the  late  Mr.  Gilbart, 
and  the  "  enormous  difficulties  "  talent  and  energy  such  as 
his  alone  could  have  surmounted: 

"  An  attempt  in  1823  to  gain  the  consent  of  the  Bank  of 
England  to  give  up  the  privileges  of  their  Charter,  so  far 
as  to  permit  joint- stock  banks  to  be  formed  in  the  country, 
having  failed,  even  though  a  bribe  was  offered,  nothing 
further  took  place  till  1826,  when  the  disasters  of  the 
preceding  year  being  very  generally  attributed  to  the  im- 
proper management  of  the  country  banks,  the  Ministry 
were  powerful  enough  to  compel  the  Bank  to  give  up  its 
unjustifiable  monopoly,  and  at  length  agreed  to  permit 
joint-stock  banks  to  be  formed  beyond  sixty -five  miles 
from  the  metropolis.  The  Statute  1826,  c.  46,  was  passed 
for  this  purpose. 

"  This  Act  made  no  provisions  regarding  the  constitution 
or  capital  of  these  companies.  Each  one  was  allowed  to 
devise  a  constitution  for  itself,  to  name  its  own  capital,  and 
to  make  any  public  announcement  regarding  it  that  it 
pleased.  The  formation  of  joint-stock  banks  under  this 
Act  proceeded  very  slowly  at  first,  not  more  than  four  or 
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five  being  formed  in  as  many  years.  In  fact,  such  banks 
could  only  !>»'  successfully  formed  by  influential  persons, 
and,  of  course,  each  of  these  had  already  his  own  bank, 
which  he  would  naturally  be  unwilling  to  injure  by  the 
formation  of  so  powerful  a  rival.  The  first  joint-stock 
bank  was  formed  at  Lancaster,  the  next  at  Bradford,  and 
another  at  Norwich,  before  any  one  was  formed  at  one  of 
the  great  manufacturing  towns.  It  was  not  till  the  pro- 
sperous years  of  1833-34-35-36,  that  any  very  remarkable 
increase  took  place  in  their  numbers.  In  these  years, 
however,  they  multiplied  rapidly,  more  especially  in  1836, 
when  upwards  of  forty  were  established  in  the  spring. 

"  On  the  renewal  of  the  Bank  Charter  in  1833,  it  was 
determined  to  take  off  the  vexatious  restriction  of  prevent- 
ing banking  companies  making  their  bills  and  notes  for 
less  than  =£50,  payable  on  demand  by  their  agents  in 
London.  And  they  were  required  to  keep  weekly  accounts, 
to  be  verified  on  oath,  of  the  amount  of  their  notes  in  cir- 
culation, and  make  a  return  to  the  Commissioners  of 
Stamps  of  the  average  amount  in  circulation  every 
quarter. 

"  It  was  at  this  time  that  the  discovery  made  in  1822  by 
Mr.  Joplin,  that  the  Bank  Charter  did  not  prohibit  joint- 
stock  banks  being  formed  in  London,  and  carrying  on 
their  business  on  the  method  then  adopted  by  the  London 
bankers,  attracted  attention,  and,  on  the  case  being  sub- 
mitted to  the  law  officers  of  the  Crown,  they  confirmed 
this  view.  The  flank  of  the  monopoly  of  the  Bank  of 
England,  as  we  may  say,  being  turned  in  this  extraordinary 
and  unexpected  manner,  excited  much  consternation  and 
alarm  in  that  body,  and  they  requested  to  have  this  omis- 
sion rectified,  but  Lord  Althorp  decidedly  refused  anything 
of  the  sort,  and  told  them  that  the  bargain  was  that  their 
privileges  should  remain  as  they  were,  and  he  would  not 
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consent  to  any  extension  of  them.  To  remove  all  possible 
doubts  on  the  subject,  a  declaratory  clause  was  inserted  in 
the  Bank  Charter  Act,  expressly  permitting  joint-stock 
banks  to  be  formed,  provided  they  did  not  borrow,  or  take 
up  in  England,  any  sum  or  sums  of  money,  on  their  bills 
or  notes  payable  on  demand,  or  at  any  less  time  than  six 
months  from  the  borrowing  thereof.  This  declaratory 
clause  was  not  long  in  being  acted  upon ;  and  soon  after 
the  Act  was  passed,  measures  were  taken  to  constitute  a 
joint-stock  bank  in  London.  This  was  the  London  and 
Westminster  Bank,  which  has  since  been  managed  with 
such  distinguished  success. 

"  The  enormous  difficulties  which  must  have  attended 
the  successful  organization  of  this  great  establishment 
may  be  conceived  when  we  remember  that  it  was  not 
formed  under  the  Joint-Stock  Banking  Act  at  all,  which 
had  no  force  within  sixty-five  miles  of  London,  but  that  it 
was  nothing  but  an  ordinary  partnership  at  common  law. 
One  of  the  least  of  the  -inconveniences  of  this  was  that  it 
could  not  maintain  an  action  at  law  for  the  most  trivial 
debt,  without  enumerating  all  and  each  of  the  partners, 
and  the  slightest  mistake  in  the  spelling  of  a  single  name 
would  at  that  time  have  vitiated  any  proceeding.  This 
bank  was  the  largest  common  law  partnership  which  has 
existed  in  England ;  and  all  the  London  joint-stock  banks 
which  were  formed  before  the  Act,  Statute  1844,  c.  113, 
are  nothing  but  common  law  partnerships.  The  excessive 
inconvenience  attending  this  state  of  things  led  to  a  bill 
being  brought  into  Parliament  to  enable  the  London  and 
Westminster  Bank  to  sue  and  be  sued  in  the  name  of  its 
chairman.  This  was  warmly  opposed  by  the  Bank  of 
England,  and  by  Lord  Althorp.  Nothing  could  be  more 
paltry  than  the  reasons  alleged  by  him  in  opposition  to  it, 
but  he  was    beaten   by  a  majority  of    141   to   35.     The 
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Government,  however,  had  influence  enough  to  have  the 
bill  thrown  out  in  the  Lords.  The  Bank  being  thus  de- 
feated, adopted  the  plan  of  making  all  contracts  through 
the  medium  of  trustees,  and  all  the  London  joint- stock 
banks  had  to  adopt  this  plan,  till  the  Joint-Stock  Banking 
Act  of  1844.  The  other  banks  formed  on  a  similar  plan  to 
the  London  and  Westminster,  are,  the  London  Joint-Stock 
Bank,  founded  in  1836;  the  Union  Bank,  in  1839;  the 
London  and  County  Bank,  in  1839;  and  the  Commercial 
Bank,  in  1840,  which  afterwards  wound  up  its  business. 

11 A  question,  however,  of  very  great  importance  soon 
arose.  It  was  a  settled  question  that  no  partnership  or 
corporation  consisting  of  more  than  six  persons  could 
accept  bills  at  any  less  date  than  six  months,  no  matter 
whether  they  were  a  banking  partnership  or  any  other.  It 
was  clear,  therefore,  that  the  bank  could  not  itself  directly 
accept  bills.  But  it  did  not  appear  that  the  words  of  the 
Act  prohibited  trustees  accepting  bills  for  a  less  date  on 
behalf  of  the  company.  Nor,  if  trustees  could  accept,  was 
there  anything  to  prevent  them  accepting  by  procuration. 
Consequently,  there  appeared  to  be  this  method  open  of 
circumventing  the  monopoly  of  the  Bank  of  England. 
On  the  21st  of  February,  1835,  the  Bank  of  St.  Albans 
drew  a  bill  for  =£25  upon  the  London  and  Westminster 
Bank,  payable  21  days  after  date;  which,  on  the  23rd,  was 
presented  for  acceptance  at  the  London  and  Westminster 
Bank,  and  was  accepted  in  the  following  form: 

Accepted, 
At  36,  Throgmorton-st,  per  procuration  of 
the  trustees  of  the  London  and  Westminster  Bank, 

J.  W.  GILBART,  Manager. 

"  The  Bank  of  England  moved  for  an  injunction  to 
restrain  the  bank  from  accepting  bills  in  this  form,  and 
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the  case  having  been  argued,  the  Court  of  Common  Pleas 
held  that  it  was  an  infraction  of  the  Bank  Charter  Act  of 
1833,  and  the  other  Acts  then  in  force  respecting  the  Bank 
of  England.  Accordingly,  the  Master  of  the  Rolls  granted 
an  injunction,  restraining  them  from  accepting  bills  at  less 
than  six  months'  date.  The  only  result  was,  that  the  bank 
paid  the  bills  drawn  upon  it  without  acceptance.  The 
London  and  Westminster  Bank  being  defeated  in  this 
manner,  the  London  Joint-Stock  entered  the  lists  against 
the  Bank  of  England  in  another  form.  It  agreed  with  a 
bank  in  Canada,  that  the  latter  might  draw  upon  Mr. 
George  Pollard,  who  might  accept  in  his  own  name,  and 
the  London  Bank  agreed  to  find  the  funds  to  meet  Mr. 
Pollard's  acceptances,  and  such  transactions  were  to  be 
matters  of  account  between  the  two  banks.  Mr.  Pollard 
was  not  a  shareholder  in  the  London  Bank;  but  he  was 
their  manager,  and  the  transaction  was  substantially  an 
acceptance  by  the  bank.  The  House  of  Lords,  however, 
declared  this  ingenious  device  to  be  illegal,  as  it  was 
merely  doing  indirectly  what  they  were  forbidden  to  do 
directly.  Thus  ended  the  attempts  of  the  London  joint- 
stock  banks  to  free  themselves  from  this  monstrous 
oppression,  from  which  they  were  not  relieved  till  the  Act 
of  1844. 

"  It  was  always  held  at  common  law  that  a  man  could 
not  sue  himself.  Consequently,  if  the  same  individual  was 
member  of  two  partnerships,  they  could  not  go  to  law 
against  each  other.  The  consequence  of  this  was,  that  no 
partnership  could  sue  one  of  its  members,  or  vice  versa, 
and  if  the  same  person  had  shares  in  two  different  banks, 
they  could  not  have  sued  each  other  for  any  demands  or 
debts.  The  Statute  1838,  c.  96,  was  passed  to  remedy 
this  anomalous  state  of  matters.  It  enacted  that  a  bank- 
ing company  might  sue,  or  be  sued,  by  any  of  its  members, 
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exactly  as  it"  they  were  separate  Individuals;  and  by  the 

Statute  1840,  c.  Ill,  this  was  extended  to  criminal  eases, 
so  that  if  a  member  of  such  a  banking  partnership  steals 
or  embezzles  any  property  belonging  to  it,  of  any  descrip- 
tion, or  shall  commit  any  offence  against  it,  lie  may  be 
indicted,  and  convicted  exactly  as  if  he  were  a  stranger. 

"  It  being  unlawful  for  spiritual  persons  to  engage  in 
any  trading  concerns,  and  such  partnerships,  of  which  any 
of  its  members  were  spiritual  persons,  being  held  to  be 
void  and  illegal,  it  was  suddenly  found  that  most  of  the 
banking  companies  in  England  were  illegal,  and  all  their 
contracts  void,  because  some  of  their  shareholders  were 
clergymen.  The  Act,  Statute  1841,  c.  14,  was  passed  to 
remedy  this,  and  declared  that  such  partnerships  should 
not  be  illegal  and  void;  and  that  their  contracts  should 
not  be  illegal  and  void,  although  some  of  their  shareholders 
were  clergymen. 

"  When  the  impediments  to  the  formation  of  joint-stock 
banks  beyond  sixty -five  miles  from  London  were  removed 
in  1826,  they  were  left  perfectly  free  as  to  the  provisions 
of  their  deeds  of  constitution,  their  nominal  and  their 
paid-up  capital,  and  all  the  details  of  management,  nor 
were  they  obliged  to  publish  any  accounts.  The  public, 
consequently,  were  perfectly  in  the  dark  as  to  the  magni- 
tude and  position  of  the  bank,  because  they  might  advertise 
that  their  nominal  capital  was  =£1, 000,000,  divided  into 
any  number  of  shares.  But  no  one  had  any  means  of 
knowing  how  many  of  the  shares  were  taken  and  paid  upon. 
Consequently,  although  the  capital  of  the  bank  might  be 
advertised  in  the  papers  as  ,£1,000,000,  no  one  could  tell 
whether  it  had  bond  fide  =£500  paid  up. 

"  The  first  few  joint- stock  banks  having  been  apparently 
successful,  naturally  turned  speculation  into  that  channel. 
Numbers  of  new  banks  were  started  in  all  parts  of  the 
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country,  and  many  private  bankers,  fearing  that  the  com- 
petition would  be  too  powerful  for  them,  united  and  formed 
themselves  into  joint-stock  banks.  The  rapid  growth  of 
these  establishments  led  to  much  mismanagement,  and 
many  disasters,  as  might  have  been  expected,  and  Com- 
mittees of  the  House  of  Commons  were  appointed  to 
inquire  into  the  subject  in  1836-7  and  1840-1. 

"  The  great  abuses  which  were  revealed  in  the  course  of 
these  inquiries  determined  Sir  Robert  Peel,  who  was 
supposed  to  be  the  minister  who  par  excellence  understood 
banking,  to  bring  in  a  bill  to  regulate  the  future  con- 
stitution of  these  establishments.  An  Act,  containing 
many  elaborate  provisions  for  this  purpose,  was  accordingly 
passed,  Statute  1844,  c.  113.  Fully  admitting  the  enor- 
mous evils  which  this  Act  was  intended  to  remedy,  we  will 
only  say  that  a  more  unfortunate  specimen  of  legislation, 
or  one  more  entirely  unsuitable  to  the  nature  of  the 
business  it  related  to,  has  not  emanated  from  Parliament 
in  recent  times ;  and,  being  found  to  be  an  unmitigated 
nuisance,  without  any  counterbalancing  advantages,  it  was 
wholly  repealed  in  1857. 

"  We  have  already  said  that  Sir  Robert  Peel's  Joint- 
Stock  Banking  Act,  Statute  1844,  c.  113,  was  found  to  be 
wholly  unsuitable  for  the  purposes  for  which  it  was  in- 
tended, and  that  it  was  totally  repealed.  This  was  done 
by  the  Act,  Statute  1857,  c.  49.  The  principal  provisions 
of  this  Act  are  as  follows : 

"L  Every  company  formed  under  the  Acts,  Statute 
1844,  c.  113,  or  the  Statute  1845,  c.  75,  were  to  register 
themselves  before  the  1st  January,  1858,  under  the  said 
Act,  under  severe  penalties. 

"II.  Auy  banking  company,  consisting  of  seven  or  more 
prrsons,  having  a  capital  of  a  fixed  amount,  divided  into 
shares  also  of  a  fixed  amount,  and  legally  carrying  on  the 
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business  of  bonking  before  the  passing  of  the  Act,  may 
register  itself  under  this  Act,  and  then  all  provisions  of 
any  Act,  letters  patent,  or  deed  of  settlement  constituting 
or  regulating  the  company,  as  are  inconsistent  with  the 
Joint-Stock  Companies'  Acts,  1856,  1857,  or  with  the  said 
Act,  are  thereby  repealed  in  regard  to  that  Company. 

"  III.  The  above  Banking  Acts  were  then  repealed  as  to 
any  future  companies,  and  as  to  existing  companies,  as 
soon  as  they  were  registered  under  this  Act. 

"  IV.  Seven  or  more  persons  might  register  themselves 
as  a  company,  other  than  a  limited  company,  under  this 
Act,  provided  the  shares  into  which  the  capital  of  the  com- 
pany is  divided  are  not  less  than  =£100  each. 

"  V.  The  number  of  partners  permitted  in  a  private 
bank  is  extended  to  ten. 

"  The  question  of  admitting  the  principle  of  limited 
liability  into  commercial  partnerships  in  this  country  has 
long  been  debated  with  much  acrimony.  The  old  theory 
of  the  law  was  expressed  by  Lord  Eldon,  who  said  that  a 
man  who  entered  into  a  commercial  partnership,  rendered 
himself  liable  '  to  his  last  shilling  and  his  last  acre '  for 
the  debts  of  the  company.  And  this,  no  doubt,  was  true, 
as  far  as  regards  ordinary  private  partnerships.  But  many 
great  companies  had  been  formed  and  incorporated,  in 
which  the  privilege  of  limited  liability  was  specially  con- 
ferred upon  them.  A  principle  may  be  good  when  applied 
to  ordinary  traders,  who  are  supposed  all  to  take  an  active 
part  in  the  business,  and  to  be  each  and  all  parties  to  every 
transaction.  But  in  the  case  of  great  companies  it  is 
rather  different.  In  them  the  great  majority  of  the 
partners  are  specially  debarred  from  all  knowledge  of  the 
real  nature  of  the  transactions,  which  are  expressly  left  in 
the  hands  of  a  small  committee.  Now,  as  there  are  many 
great  objects  in  commerce  which  can  only  be  carried  out 
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by  means  of  a  great  company,  and  it  was  obviously  de- 
sirable that  they  should  be  carried  out,  it  has  long  been 
the  practice  in  granting  Acts  to  these  companies  to  limit 
the  liability  of  the  shareholders.  This  was  done  in  the  case 
of  the  Bank  of  England  itself;  in  railway  and  other  com- 
panies ;  also,  almost  universally,  in  the  charters  granted  to 
Colonial  banks.  But  for  a  very  long  time  the  application 
of  this  principle  to  private  partnerships  in  England  was 
vehemently  resisted.  However,  this  resistance  was  over- 
come in  1855,  and  in  that  year  an  Act  was  passed,  Statute 
1855,  c.  133,  to  permit  the  formation  of  joint-stock  com- 
panies with  limited  liability.  However,  although  the 
principle  was  conceded  as  to  other  companies,  joint- stock 
banks  were  still  most  jealously  excluded,  on  account  of 
some  unintelligible  distinction  between  their  trading  and 
other  trading.  In  the  Joint-Stock  Banking  Act  of  1857 
this  exclusion  was  still  strictly  maintained.  But  the 
terrible  examples  of  the  failures  of  joint-stock  banks  in 

1857  at  last  compelled  the  Legislature  to  yield,  and  in 

1858  an  Act  was  passed  to  extend  limited  liability  to 
banks. 

"The  chief  provisions  of  this  Act,  Statute  1858,  c.  91, 
are: 

"  I.  So  much  of  the  last  mentioned  Statute  of  1857,  as 
prevented  banks  being  formed  on  the  principle  of  limited 
liability,  was  repealed. 

"  II.  All  banks  which  issue  promissory  notes  are  sub- 
ject to  unlimited  liability,  as  far  as  regards  their  notes, 
for  which  they  are  to  be  liable,  in  addition  to  the  sum  for 
which  they  are  to  be  liable  to  the  general  creditors. 

"III.  Every  existing  banking  company  may  register 
itself  under  this  Act,  upon  giving  thirty  days'  notice  to 
each  and  all  of  its  customers.  Any  customer  to  whom  it 
may  fail  to  send  notice  retaining  his  full  rights  as  before. 
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"IV.  All  companies  formed,  or  registering  themselves, 
under  this  Act,  must,  on  the  1st  February  and  1st  August 
in  each  year,  post  uj»  in  a  conspicuous  place  in  its  head 
office,  and  each  branch,  a  statement  of  its  liabilities  and 
assets,  made  up  in  a  form  prescribed  by  the  Act." 
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SECTION  XXIX. 

THE  COUNTRY  PRIVATE  BANKS. 

THESE  banks  cannot  have  more  than  ten  partners. 
They  are  banks  of  deposit,  of  loan,  and  of  discount. 
As  banks  of  deposit  they  usually  allow  interest  on  both 
deposits  and  balances  of  current  accounts,  and  charge  a 
commission  on  the  amount  of  the  transactions.  In  com- 
mercial or  manufacturing  districts,  their  advances  are 
usually  made  by  way  of  discount;  in  agricultural  districts, 
frequently  by  loans.  They  remit  money  by  issuing  bills  or 
letters  of  credit  on  London,  or  they  direct  their  agents  to 
make  payments  to  bankers  or  other  parties  resident  in 
London.  As  banks  of  circulation,  they  have  at  various 
times  occupied  a  large  portion  of  public  attention,  and 
have  been  the  subject  of  much  legislation. 

Those  bankers  who  wish  to  issue  notes,  or  unstamped 
bills  of  exchange,  must  take  out  a  licence,  which  will  cost 
£30,  and  must  be  renewed  every  year.  They  may  re- 
issue any  notes  not  above  the  value  of  .£100  as  often  as 
they  think  proper.  And  should  any  of  the  firm  die  or  re- 
move from  the  business,  the  notes  may  be  issued  by  the 
remaining  partners.  But  they  cannot  be  re-issued  by  a 
new  firm  which  does  not  include  any  member  belonging  to 
the  firm  by  whom  the  notes  were  first  issued. 

If  the  half  of  a  note  be  lost  or  stolen,  a  banker  cannot 
be  compelled  to  give  a  new  note  in  exchange  for  the  re- 
maining half.    But  if  it  can  be  proved  that  one  half  of  a 
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note  is  hii int,  or  otherwise  destroyed,  then  the  holder  may 
perhaps  recover  the  note  from  the  banker. 

In  such  cases,  the  bankers  always  pay  the  value  of  the 
note  on  receiving  a  respectable  indemnity. 

Bankers  may  be  compelled  to  pay  whole  notes  that  have 
been  lost  or  stolen,  provided  the  holder  has  given  actual 
value  for  them  in  good  faith. 

The  stamp  duty  on  country  notes  is  as  follows: 


£     s. 


£    s.      s.    d. 


Notes  not  exceeding    10 05  each. 

Exceeding    ..10  and  not  exceeding    20      0  10     ,, 


Ditto 
Ditto 
Ditto 
Ditto 
Ditto 
Ditto 


2  0 

5  0 

10  0 

20  0 

30  0 

50  0 


5    0 
10    0 


20  0  2  0 

30  0  3  0 

50  0  5  0 

100  0  8  6 


Country  banks  are  allowed  to  compound  for  the  stamp 
duties  on  their  notes,  at  the  rate  of  three  shillings  and  six- 
pence per  cent,  upon  the  half-yearly  amount  in  circulation, 
and  to  include,  on  the  same  terms,  their  bills  drawn  on 
London  at  twenty-one  days  after  date.  But  whether  a 
country  banker  compounds  for  the  stamp  duties  or  not,  he 
must  once  a  week  make  a  return  to  the  Government  of  the 
daily  amount  of  his  notes  in  circulation.  These  returns 
are  consolidated,  and  the  result  published  in  the  "  London 
Gazette." 

I  am  not  aware  that  we  have  any  authentic  details  of 
the  rise  and  progress  of  country  banking  in  England.  It 
is  generally  understood  that  very  few  country  banks  ex- 
isted previous  to  the  American  war — that  they  rapidly 
increased  after  the  termination  of  that  war — that  they  re- 
ceived a  severe  check  in  the  year  1793,  when  twenty-two 
became  bankrupt,  and  that  they  increased  with  wonderful 

II.  L 
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rapidity  after  the  passing  of  the  Bank  Restriction  Act. 
Since  the  year  1808  every  bank  that  issues  notes  has  been 
compelled  to  take  out  an  annual  licence — and  since  1804, 
the  notes  have  been  subject  to  a  stamp  duty.  This  duty 
was  increased  in  1808,  and  again  in  1815. 

In  the  year  1775  bankers  were  prohibited  by  Act  of 
Parliament  from  issuing  notes  of  a  less  amount  than  20s. 
And  in  1777  they  were  prohibited  from  issuing  notes  of  a 
less  amount  than  £5.  But  after  the  passing  of  the  Bank  Re- 
striction Act  in  1797,  the  last  restriction  was  removed,  and 
the  country  banks  commenced  issuing  notes  of  £1  and  £2. 
And  in  1822  the  permission  to  issue  such  notes  was  con- 
tinued until  the  expiration  of  the  Bank  Charter  in  1833. 
But  after  the  memorable  panic  of  1825,  the  Government 
refused  to  issue  any  more  stamps  for  notes  under  <£5,  and 
it  was  enacted  that  all  such  notes  already  stamped  should 
cease  to  be  issued  by  the  bankers  after  the  year  1829. 

The  speculations  that  preceded  the  panic  of  1825  were 
attributed  by  the  Government  of  the  day  to  a  wild  spirit 
of  speculation  fostered  by  the  country  banks.  To  guard 
against  the  recurrence  of  similar  evils,  not  only  were  notes 
under  £5  abolished,  but  two  other  measures  were  intro- 
duced. Banks  of  issue,  consisting  of  more  than  six  part- 
ners, were  permitted  to  be  formed  at  a  greater  distance 
than  sixty-five  miles  from  London;  and  the  Bank  of  Eng- 
land was  induced  to  open  branches  in  the  provinces. 

And  here  it  will  be  proper  to  notice  a  peculiarity  in  the 
county  of  Lancaster,  and  particularly  in  Manchester  and 
Liverpool.  In  these  places  there  were  no  country  notes, 
and  but  a  small  proportion  of  Bank  of  England  notes. 
The  circulation  consisted  mainly  of  bills  of  exchange,  which 
passed  from  hand  to  hand  like  bank  notes,  having  the  en- 
dorsement of  all  the  parties  through  whose  hands  they  had 
passed.   In  Liverpool  large  notes  were  required  to  pay  the 
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duties  at  the  Custom  House;  and  in  Manchester  small 
notes  weiv  required  to  pay  wages.  These  were  obtains  1 
from  the  Bank  of  England  in  London:  but  the  transac- 
tions between  manufacturers  and  dealers  were  transacted 
by  bills  of  exchange;  and  as  these  bills  were  all  made  pay- 
able in  London,  bank  notes  were  not  required  in  Man- 
chester and  Liverpool,  even  for  the  payment  of  these 
bills. 

The  measures  adopted  by  the  Legislature  in  the  year 
1826  led  to  the  establishment  of  branches  of  the  Bank  of 
England  in  Manchester  and  Liverpool.  From  this  period 
the  circulation  of  bills  of  exchange  declined,  and  was  super- 
seded by  Bank  of  England  notes.  This  was  accelerated  by 
the  circumstance  that  the  joint-stock  banks  formed  in 
these  places  did  not  issue  their  own  notes,  but  those  of  the 
Bank  of  England.  This  establishment  had  offered  to  dis- 
count for  the  joint-stock  banks  at  1  per  cent,  less  than 
they  charged  to  the  public,  and  the  joint- stock  banks 
thought  it  more  for  their  interest  to  obtain  the  notes  of 
the  Bank  of  England  on  these  terms  than  to  issue  notes  of 
their  own.  The  circulation  of  the  country  now  consisted 
of  notes  of  the  branches  of  the  Bank  of  England,  notes  of 
the  joint-stock  banks,  and  notes  of  the  private  bankers; 
and  as  many  of  the  weak  private  banks  had  ceased  to  exist, 
and  as  others  had  merged  into  joint- stock  banks,  and 
as  all  notes  under  =£5  were  abolished,  it  was  supposed  that 
the  country  had  now  obtained  the  advantage  of  a  secure 
circulation. 

But  in  the  latter  end  of  the  year  1836  another  panic 
arrived,  when  it  was  discovered  that  the  country  circula- 
tion was  again  at  fault.  But  the  charge  now  was,  not  that 
it  was  unsafe,  but  that  it  was  excessive;  and  this  charge 
of  having  issued  to  excess  was  more  especially  directed 
against  the  joint-stock  banks. 
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Here  it  may  be  observed,  that  in  the  panic  of  1825  the 
amount  of  country  notes  in  circulation  was  unknown.    No 
returns  at  that  time  were  made  to  the  Government,  and 
the  amount  of  notes  in  circulation  could  only  be  calculated, 
and  that  very  imperfectly,  from  the  number  of  stamps,  of 
different   denominations,   issued   from   the  Stamp  Office. 
But  in  the  year  1833,  the  Chancellor  of  the  Exchequer, 
Lord  Althorp,  obtained  an  Act  (3  &  4  William  IV,  c.  83) 
which  required  all  banks  issuing  promissory  notes  to  make 
returns  to  the  Stamp  Office  of  the  average  amounts  of 
notes  in  circulation  in  the  quarters  ending  the  first  day  of 
January,   April,   July,   and   October   in   each   year.     The 
-quarterly  average  was  to  be  formed  from  the  amount  in 
circulation  at  the  end  of  each  week.    These  quarterly  re- 
turns were  afterwards  published  in  the  "  London  Gazette. " 
From  these  returns  it  was  evident  that  the  country  cir- 
culation had  increased  by  the  beginning  of  the  year  1836 ; 
and  as  a  general  spirit  of  speculation  prevailed  at  the  same 
time,  it  was  inferred  that  the  country  circulation  was  the 
cause  of  this  speculation ;  and  as  by  the  end  of  the  year 
the  speculations  had  ended  in  panic,  the  country  circulation 
was  the  cause  of  this  panic. 

Another  panic  occurred  at  the  end  of  the  year  1839,  and 
here,  again,  blame  was  cast  on  the  country  notes.  But  the 
complaint  now  was  not  that  the  country  circulation  was 
unsafe  or  excessive,  but  that  it  was  ill-regulated.  An 
opinion  had  been  adopted  by  some  distinguished  political 
economists  that  the  country  circulation,  as  well  as  that  of 
the  Bank  of  England,  ought  to  correspond  at  all  times 
with  the  amount  of  gold  in  the  Bank  of  England.  It  is 
true  that  the  circulation  of  the  Bank  of  England  did  not 
fluctuate  in  exact  accordance  with  this  amount  of  gold; 
but  the  country  circulation  did  not  correspond  even  with 
that  of  the  Bank  of  England.    And  as  the  fluctuations  in 
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the  country  circulation  did  not  correspond  with  the  fluctua- 
tions either  of  the  gold  of  the  Bank  of  England  or  with 
the  notes  of  the  Bank  of  England,  it  was  assumed  that 
the  country  circulation  was  ill- regulated;  and,  being  ill- 
regulated,  it  was  assumed  to  be  the  cause,  or  at  least  one 
cause,  of  the  panic  that  occurred  at  the  end  of  the  year 
1839. 

To  examine  into  the  truth  of  these  opinions,  a  Committee 
of  the  House  of  Commons  was  appointed  in  the  year  1840, 
to  consider  the  state  of  the  law  with  reference  to  Banks  of 
Issue.  The  Committee  examined  witnesses  during  the 
sessions  of  1840  and  1841;  but  the  only  practical  result 
was  that  an  Act  was  passed  requiring  weekly  returns  of 
their  circulation  from  every  bank  of  issue.1 

Before  proceeding  farther,  it  may  be  fair  to  state  the 
replies  which  the  country  bankers  at  various  times  gave  to 
these  severe  accusations. 

In  reply  to  the  charge  that  the  currency  was  unsafe, 
from  the  number  of  failures  which  occurred  among  the 
country  banks  of  issue,  they  state  in  their  memorial  to 
Earl  Grey,  in  the  year  1833,  "  the  number  of  London 
bankers  that  have  failed  is  believed  to  be  relatively  greater, 
and  the  amount  of  their  debts  relatively  larger,  than  that 
of  country  banks." 

In  reply  to  the  charge  that  they  had  by  an  excessive 
issue  of  their  notes  promoted  speculation,  they  state: 

"  All  experience  shows  that  great  fluctuations  have  ori- 
ginated in  the  speculations  of  influential  merchants,  and 
never  originated  in  the  channels  to  which  the  issues  of 
country  bankers  are  confined;  their  source  is  in  great  mer- 
cantile cities,  and  they  are  promoted  by  the  issues  of  the 
Bank  of  England.    That  this  is  the  invariable  course  which 

1  4  &  5  Victoria,  c.  50. 
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fluctuations  resulting  in  excess  and  derangement  take,  is 
proved  by  the  evidence  of  Mr.  Ward  and  others,  before 
the  Bank  Charter  Committee,  and  is  fully  explained  by 
the  speeches  of  the  King's  Ministers  in  the  year  1826. 
The  debts  of  a  few  speculative  merchants  who  failed  in  a 
single  year  in  the  town  of  Liverpool,  where  country  bankers' 
notes  never  circulated,  amounted  to  between  seven  and 
eight  millions  sterling,  and  their  bills  were  either  lodged 
in  the  Bank  of  England  for  loans,  or  were  current  in  all 
parts  of  the  country,  stimulating  circulation  and  promot- 
ing excess." 

In  reply  to  the  charge  that  they  had  turned  the  foreign 
exchanges  against  this  country,  they  reply: 

"Your  memorialists  are  prepared  to  prove  that  the 
issues  of  country  bankers  have  less  tendency  to  promote 
fluctuations  in  the  country  than  those  of  the  Bank  of 
England;  and  that  their  effect  in  throwing  the  exchanges 
against  the  country  is  comparatively  insignificant.  The 
slightest  attention  to  facts  would  indicate  the  truth  of 
these  positions.  It  has  been  established  by  parliamentary 
evidence  that  the  issues  of  country  bankers  fluctuated 
much  less  between  the  years  1817  and  1826  than  those  of 
the  Bank  of  England;  and  it  is  indisputable  that  adverse 
exchanges,  which  endanger  the  bank,  always  succeed  great 
importations  of  foreign  produce,  and  that  they  never  can 
be  occasioned  by  large  exportations  of  domestic  productions. 
Now,  it  is  notorious  that  the  circulation  of  country  bankers 
acts  almost  exclusively  in  promoting  these  productions: 
and  that,  when  it  is  in  an  extended  state,  the  direct  and 
proper  influence,  even  of  an  alleged  excess  of  that  circula- 
tion, would  be  to  provide  the  means  of  paying  for  the  im- 
portations of  foreign  produce,  without  causing  so  great  an 
export  of  gold  as  to  derange  and  endanger  the  monetary 
system  of  the  country." 
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In  reply  to  the  charge  that  they  had  not  governed  their 
issues  of  notes  by  the  foreign  exchanges,  they  reply  that 
such  a  system  is  not  applicable  to  the  nature  of  a  local 
circulation. 

Then  with  respect  to  miners  and  manufacturers,  any 
system  which  would  bring  them  into  immediate  contact 
with  the  operation  of  the  bank  for  regulating  the  foreign 
exchanges,  without  that  protection  and  defence  from  those 
convulsive  changes  which  the  local  circulation  afford,  would 
be  a  system  pregnant  with  indescribable  hazard. 

Such  was  the  state  of  the  currency  question  when  the 
late  Sir  Robert  Peel  came  into  office  in  the  year  1841.  The 
charter  of  the  Bank  of  England  was  subject  to  renewal  in 
the  year  1844,  and  in  that  year  was  passed  an  Act  of 
Parliament  "  to  regulate  the  issue  of  bank  notes,  and  for 
giving  to  the  governor  and  company  of  the  Bank  of 
England  certain  privileges  for  a  limited  period." 

The  Act  of  1844. 

The  charges  against  the  country  circulation  had  been 
that  it  was  unsafe,  excessive,  and  ill-regulated.  The  Act  of 
1844  dealt  chiefly  with  the  second  of  these  accusations. 

According  to  the  provisions  of  this  Act  no  new  bank  of 
issue  was  permitted  to  be  established  in  the  United  King- 
dom, and  the  maximum  amount  of  notes  which  each  exist- 
ing bank  of  issue  might  issue  upon  an  average  of  four 
weeks,  should,  after  the  10th  October,  1844,  be  the  average 
amount  of  the  notes  in  circulation  during  the  twelve  weeks 
ending  the  27th  April,  1844;  that  returns  should  be  made 
to  Government  of  the  average  amount  of  notes  in  circula- 
tion during  each  week;  and  if,  upon  an  average  of  four 
weeks,  the  amount  in  circulation  exceeded  the  authorized 
amount,  the  bank  should  be  subject  to  a  penalty  equal  to 
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the  amount  of  that  excess.  That  if  any  existing  bank,  not 
having  more  than  six  partners,  should  increase  the  number 
of  partners  to  more  than  six,  it  should  lose  the  privilege  of 
issue.  That  if  any  two  banks  should  unite  so  as  to  increase 
their  number  beyond  six,  they  should  lose  the  right  of 
issue.  And  if  any  banker  should  become  bankrupt,  or 
cease  to  carry  on  the  business  of  a  banker,  or  cease  to  issue 
notes,  it  should  not  be  lawful  for  such  banker  at  any  time 
thereafter  to  issue  any  such  notes. 

The  charge  of  being  unsafe  the  Act  did  not  meddle 
with, — except  so  far  as  limiting  the  issues  of  each  bank, 
and  prohibiting  any  new  bank  of  issue,  may  be  regarded  as 
elements  of  safety.  But  the  Act  of  1844  left  the  country 
circulation  still  unregulated  by  the  amount  of  gold  in  the 
Bank  of  England.  In  the  month  of  October,  1844,  when 
the  Act  came  into  operation,  the  amount  of  gold  in  the 
Bank  of  England  was  £12,149,367.  On  the  23rd  October, 
1847,  the  amount  of  gold  was  £6, 745,354,  but  the  law  re- 
quired no  corresponding  reduction  in  the  amount  of  the 
country  circulation.  On  the  10th  July,  1852,  the  gold  had 
advanced  to  .£21,845,390,  but  the  law  permitted  to  the 
country  circulation  no  corresponding  expansion.  It  does 
not,  therefore,  appear  to  have  been  the  object  of  the  Act 
that  the  country  bankers  should  regulate  their  issues  by 
the  amount  of  gold  in  the  Bank  of  England. 

The  maximum  was  the  average  of  the  twelve  weeks  end- 
ing 27th  April,  1844,  but  there  seems  to  be  no  reason  why 
this  period  should  have  been  chosen.  Sir  Eobert  Peel 
originally  proposed  that  the  maximum  should  be  the 
average  of  the  previous  two  years.  The  private  bankers 
asked  for  the  average  of  the  previous  five  years.  The  joint- 
stock  banks  asked  for  the  maximum  of  the  two  years,  con- 
tending, that  if  an  average  were  made  a  maximum,  the 
circulation  would  be  still  further  reduced.    Sir  Robert  Peel 


PR  AT  I  tCE    OF    BANKING.  153 

ultimately  determined  on  the  average  <>f  the  twelve  weeks 
1'ivvious  to  the  announcement  of  the  measures  to  Parlia- 
meut.    The  respective  amounts  are  as  follows: 

Private  Banks.    Joint-Stock  Banks. 

.£  e 

Average  of  the  two  years      .     .  4,916,494  .  3,061,562 

Average  of  the  five  years     .     .  5,761,792  .  3,485,329 

Maximum  of  the  two  years       .  5,295,239  .  3,752,867 
Average  of  the  twelve  weeks  as 

ultimately  certified       .     .     .  5,153,407  .  3,495,446 

The  private  banks  were  at  that  time  205,  and  the  joint- 
stock  banks  72. 

The  enactments  of  the  Act  of  1844  affecting  the  country 
bankers  are  contained  in  clauses  10  to  22  inclusive.  These 
clauses  respectively  enact  that  there  shall  be  no  new  bank 
of  issue;  that  there  shall  be  restrictions  against  issue  of 
bank  notes;  that  bankers  ceasing  to  issue  notes  may  not 
resume;  that  existing  banks  of  issue  may  continue  under 
certain  limitations;  a  provision  for  united  banks;  that  a 
duplicate  of  the  certificate  to  be  given  by  the  commissioners 
of  stamps  and  taxes  to  issuing  bankers,  certifying  the  limit 
to  which  they  may  issue,  shall  be  published  in  the  "Gazette," 
and  that  the  "  Gazette  "  shall  be  conclusive  evidence  of  such 
limit;  that  in  case  banks  become  united,  the  commissioners 
shall  certify  the  amount  of  bank  notes  which  each  bank 
was  authorized  to  issue ;  a  penalty  on  banks  issuing  in  ex- 
cess; that  issuing  banks  shall  render  accounts;  the  mode 
of  ascertaining  the  average  amount  of  bank  notes  of  each 
banker  in  circulation  during  the  first  four  weeks  after  the 
10th  October,  1844;  empowers  commissioners  of  stamps 
and  taxes  to  cause  bankers'  books,  containing  accounts  of 
notes  in  circulation,  to  be  inspected,  and  imposes  penalty 
on  bankers  for  refusing  to  allow  such  inspection ;  that  all 
bankers  shall  return  their  names  once  a  year  to  the  Stamp 
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Office;  that  all  bankers  liable  shall  take  out  a  separate 
licence  for  every  place  at  which  they  issue  notes  or  bills, 
with  a  proviso  in  favour  of  bankers  who  had  four  such 
licences  in  force  on  the  6th  of  May,  1844. 

The  clauses,  of  which  the  foregoing  are  the  headings, 
will  be  found  in  Section  XXVI,  and  from  a  careful  perusal 
of  them  it  will  be  seen  that  the  provisions  of  the  Act 
require — 

1.  That  no  new  bank  of  issue  shall  be  established  in  the 
United  Kingdom. 

2.  That  the  maximum  of  each  bank  of  issue  in  England 
shall  be  the  average  of  the  notes  in  circulation  during  the 
four  weeks  ending  the  27th  April,  1844. 

3.  That  if  any  bank  having  not  more  than  six  partners 
should  exceed  that  number,  it  would  lose  its  issue.  This 
tends  to  prevent  private  banks  merging  into  joint-stock 
banks. 

4.  That  no  union  can  take  place  between  a  joint-stock 
bank  and  a  private  bank,  or  between  two  joint-stock 
banks  of  issue,  without  one  of  them  at  least  losing  its 
circulation. 

5.  Every  new  branch  at  which  notes  shall  be  issued 
must  take  out  a  separate  licence.  Hitherto  no  bank  had 
been  obliged  to  take  out  more  than  four  licences,  however 
numerous  its  branches.  This  tends  to  check  the  opening 
of  new  branches  of  issue. 

It  has  been  stated  that  the  object  of  this  Act  was  to 
pave  the  way  for  the  establishment  of  one  bank  of  issue. 
These  prorisions  are  certainly  not  ill-adapted  for  such  an 
end.  They  will  reduce  the  amount  of  the  country  circu- 
lation; they  will  produce  other  ill  effects;  the  formation 
of  large  banks  will  be  retarded.  In  some  places  it  would 
be  for  the  public  advantage  that  a  private  bank  should 
become  a  joint-stock  bank.    In  other  districts  it  might  be 
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desirable  ili.-it  two  small  joint-stock  banks  of  issue  should 
unite  and  form  b  Large  one.  The  restrictions  imposed  by 
this  Act  will  tend  to  prevent  such  unions.  Perhaps,  in 
other  respects,  its  effects  may  be  beneficial;  it  may  lead  a 
larger  number  of  persons  to  keep  current  accounts  with 
bankers,  and  to  make  their  payments  with  cheques.  A 
smaller  amount  of  notes  will  then  be  necessary  for  the 
purposes  of  the  country.  The  advantages  of  having  a 
banker  will  be  extended  to  the  middle  and  lower  classes, 
and  will  not  as  much  as  heretofore  be  confined  to  the 
wealthy.  The  Act,  too,  may  have  the  effect  of  exempting 
the  banks  of  issue  from  those  accusations  to  which  they 
have  always  been  subjected  on  the  occurrence  of  any 
national  calamity.  The  whole  Act  of  1844  is  formed  upon 
the  notion  that  the  country  bankers  can  extend  their  issues 
as  much  as  they  please — an  error  that  has  over  and  over 
again  been  abundantly  refuted.  Yet  had  the  bill  not 
been  passed,  and  had  the  country  circulation  increased  a 
million  or  two,  as  possibly  it  might  from  the  increased 
transactions  of  the  country,  the  railway  speculations  of 
1845  and  1846  would  doubtless  have  been  ascribed  to 
the  excessive  issues  of  the  country  banks.  The  following 
language,  which  I  addressed  in  1844  to  the  joint-stock 
banks,  may  not  be  considered  inapplicable  to  all  banks  of 
issue: 

"Another  advantage  is,  that  the  joint-stock  banks  of 
issue  will  be  delivered  from  those  unjust  accusations  to 
which  they  have  hitherto  been  exposed.  Almost  every 
evil  that  has  befallen  the  country  for  the  last  ten  years 
has  been  ascribed  by  different  writers  to  the  reckless  issues 
of  the  joint-stock  banks;  and  though  the  charge  has 
been  oft  refuted,  yet  such  has  been  the  talent,  zeal,  and 
perseverance  with  which  it  has  been  revived,  that  it  has 
doubtless  in  some   degree   prejudiced   the   public   mind. 


156  THE   HISTORY,   PRINCIPLES,   AND 

But  now  this  charge  can  be  made  no  more.  Our  assailants 
are  compelled  to  observe  at  least  a  ten  years'  truce. 
During  this  period  we  shall  have  no  bank  directors  pub- 
lishing pamphlets  to  show  that  their  efforts  to  regulate 
the  exchanges  have  been  counteracted  by  the  imprudent 
issues  of  the  joint-stock  banks.  Our  notes  will  not  again 
be  classed  by  the  authors  of  *.  prize  essays '  among  the 
causes  of  national  distress,  and  philosophical  writers  will 
no  longer  declaim,  in  eloquent  metaphor,  against  'the 
wild  democracy  of  rival  issuers.'  It  is  no  small  matter  to 
be  put  into  a  position  wherein  we  shall  be  sheltered  from 
the  peltings  of  unjust  accusations." 

The  other  sections  of  the  Act  having  special  reference 
to  country  bankers  are  23  to  25  inclusive,  which  provide 
for  compensation  to  certain  bankers  named  in  Schedule  C, 
for  having  ceased  to  issue  their  own  notes  under  certain 
agreements  with  the  Bank  of  England ;  for  the  Bank  of 
England  being  allowed  to  compound  with  issuing  banks 
in  addition  to  those  named  in  Schedule  C ;  and  that  such 
compositions  shall  cease  on  the  1st  August,  1856. 

The  Laws  of  the  Currency  with  reference  to  the  Country 

Banks. 

These  are  thus  stated  in  the  article  previously  quoted 
in  the  "  Foreign  and  Colonial  Review  "  of  April,  1844: 

"  It  will  readily  occur  to  every  reader,  that  the  laws 
which  regulate  the  circulation  of  these  country  banks 
must  be  different  from  those  which  regulate  the  London 
circulation  of  the  Bank  of  England.  They  do  not  pay 
the  public  dividends;  they  cannot  issue  their  notes  in 
purchasing  bullion,  or  Government  stock,  or  Exchequer 
Mils,  as  all  these  operations  take  place  in  London,  where 
their   notes  do  not  circulate.     They   are  also  subject  to 
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certain  restrictive  laws  t<>  which  the  notes  of  the  Bank  of 
1<]  upland  are  not  subject.  Their  notes  are  not  only  legally 
payable  on  demand,  but  payment  is  constantly  demanded ; 
while  no  one  demands  payment  of  a  Bank  of  England 
note,  unless  he  has  occasion  to  export  the  gold.  There  is 
also  a  system  of  exchanges  between  country  bankers,  by 
which  all  notes  that  are  paid  into  any  of  the  banks  are 
immediately  brought  back  for  payment  to  the  banks  that 
issue  them.  It  is  the  practice,  too,  throughout  the 
country,  to  allow  interest  ou  deposits;  and  thus  all  notes 
not  required  for  the  actual  wants  of  the  community  are 
promptly  withdrawn  from  circulation,  and  lodged  with  a 
bank  upon  interest. 

"  On  inspecting  the  monthly  returns  of  the  country  cir- 
culation for  the  last  ten  years,  we  find  that  the  highest 
amount  is  in  the  month  of  April ;  thence  it  descends,  and 
arrives  at  the  lowest  point  by  the  end  of  August,  which  is 
the  lowest  point  in  the  year.  It  gradually  increases  to 
November;  a  slight  reaction  takes  place  in  December; 
but  it  then  advances,  until  it  reaches  the  highest  point  in 
April.  The  general  law  is,  that  the  country  circulation 
always  makes  one  circuit  in  the  year — being  at  its  lowest 
point  in  August,  and  advancing  to  December,  and  con- 
tinuing to  advance  to  its  highest  point  to  the  month  of 
April,  and  then  again  descending  to  its  lowest  point  in 
August. 

"  The  laws  which  regulate  the  circulation  of  the  country 
banks  are  derived  from  the  state  of  trade  in  the  respective 
districts  in  which  the  banks  are  established.  As  these 
banks  are  chiefly  located  in  agricultural  districts,  the 
operations  of  agriculture  have  a  very  considerable  influence 
in  their  regulation.  Hence  the  advance  in  the  spring,  and 
the  advance  again  after  August,  in  consequence  of  the 
harvest.      It  is  clear  that  the  laws  must  be  uniform  in 


158  THE   HISTORY,    PRINCIPLES,   AND 

their  operation,  because  the  fluctuations  of  circulation  in 
each  year  are  uniform,  and  constantly  recur  with  the  return 
of  the  season.  The  slight  reaction  in  December  is  probably 
occasioned  by  the  collection  of  the  public  revenues  and  of 
landlords'  rents  in  the  country  districts,  and  the  general 
dulness  of  trade  in  that  month. 

"It  may  also  be  observed,  that  the  issues  of  the  joint- 
stock  banks,  and  of  the  private  banks,  are  subject  to  the 
same  laws.  The  issues  of  both  classes  of  banks  rise  to- 
gether and  fall  together,  and  they  have  maintained  nearly 
the  same  relative  amount  during  the  last  seven  years. 

"  The  laws  which  regulate  the  annual  fluctuations  of  the 
country  circulation,  that  is,  which  determine  the  variations 
in  the  amounts  of  the  country  circulation,  not  within  the 
year,  but  taking  corresponding  periods  of  different  years, 
are  also  dependent  on  the  state  of  trade  in  those  years.  If 
there  be  an  increase  of  trade  without  an  increase  of  prices, 
more  notes  will  be  required  to  circulate  the  increased 
quantity  of  commodities.  If  there  be  an  increase  of  com- 
modities, and  also  an  advance  of  prices,  a  still  larger 
amount  of  notes  would  be  required.  There  are  also  other 
circumstances  that  may  permanently  affect  the  amount  of 
the  country  circulation." 

Principles  of  the  Country  Circulation. 

I  cannot  better  state  my  own  views  of  the  principles  of 
the  country  circulation,  than  by  transcribing  a  portion  of 
my  evidence  given  before  the  Committee  on  Banks  of 
Issue,  in  March,  1841,  when  examined  by  Sir  Robert 
Peel: 

"  Sir  Robert  Peel. — Would  you  recommend  that  the  paper 
thus  issued  should  be  convertible  into  gold  at  the  will  of 
the  holder? — Yes. 
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11  You  think  that  is  an  absolutely  necessary  check-  against 
excessive  issues? — I  think  it  is  a  necessary  check. 

"What  reference  is  made  in  the  issue  of  paper  to  the 
quantity  of  gold  in  the  country,  and  to  the  ultimate  ability 
of  the  parties  to  discharge  their  paper  engagements  in 
gold? — The  bankers  in  issuing  their  notes  do  not  make 
any  reference  to  the  quantity  of  gold  in  the  country,  but 
they  make  reference  to  their  ability  to  discharge  those 
notes  when  returned  to  them  for  payment. 

"  What  is  the  nature  of  the  reference  which  they  make? 
— By  keeping  securities  available  for  the  purpose  of  being 
sold,  in  order  to  discharge  those  notes  whenever  presented 
to  them  for  payment. 

"They  have  no  reference  whatever  to  the  state  of  the 
exchanges? — No:  when  I  say  no,  I  mean  not  with  the  view 
of  regulating  the  amount  of  notes  by  the  exchanges ;  but 
bankers,  whether  banks  of  issue  or  not,  notice  the  ex- 
changes as  naturally  as  they  would  notice  the  prices  of  the 
funds,  in  order  that  they  may  be  able  to  judge  as  to  the 
future  value  of  money,  so  as  to  exercise  their  discretion 
with  reference  to  their  investments. 

"  They  do  not  notice  the  state  of  the  exchanges  with  a 
view  to  determine  the  policy  of  contracting  or  increasing 
their  issues? — No;  not  with  a  view  of  making  the  amount 
of  their  issues  correspond.  If  they  see  that  the  exchange 
is  likely  to  become  unfavourable,  bankers  will  naturally  be 
more  cautious  in  making  advances,  and  more  cautious  of 
coming  under  engagements,  than  they  would  be  when  they 
found  that  the  exchanges  were  favourable;  but  there  is  no 
intention  on  the  part  of  the  country  banks  to  make  their 
notes  correspond  with  the  amount  of  the  bullion  in  the 
Bank  of  England. 

"  A  country  banker  would  rely  upon  the  sale  of  his  se- 
curities, and  that  only  in  case  of  a  demand  for  gold? — In 
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case  of  a  general  run,  he  would  depend  upon  the  stock  he 
had  in  hand,  and  the  further  stock  he  might  realize  by 
a  sale  of  securities. 

11  If  all  parties  continued  to  issue,  none  of  them  having 
reference  to  the  state  of  the  exchanges,  but  relying  upon 
the  available  resources  which  a  sale  of  securities  might 
supply,  do  not  you  think  that  there  might  be  a  danger  of 
a  sudden  demand  for  gold,  and  of  an  inability  on  the  part 
of  those  issuers  to  discharge  their  engagements  in  gold  ? — 
I  do  not  think  there  would  be  any  danger  of  that  at  all, 
because  each  bank  would  take  care  of  itself.  If  you  sup- 
pose that  the  whole  circulation  of  the  country  comes  in  at 
once  and  demands  gold,  it  is  quite  clear  that  gold  cannot 
be  found  to  pay  it  off,  and  that  is  equally  the  case  with 
the  Bank  of  England  and  any  other  bank,  and  it  is 
equally  the  case  with  us  who  are  banks  of  deposits.  If 
all  the  depositors  were  to  come  together  at  the  same  time 
and  require  their  deposits,  we  should  be  unable  to  pay 
them ;  but  we  could  realize  our  securities,  and  pay  them 
off,  if  they  were  to  come  gradually. 

"  Suppose  there  was  one  bank  which  had  the  charge  of 
the  paper  circulation  of  the  country,  and  had  the  means, 
therefore,  by  constant  reference  to  the  state  of  the  ex- 
changes, of  determining  the  amount  of  the  paper  circula- 
tion, do  not  you  think  that  there  would  be  a  greater 
security  against  a  sudden  demand  for  gold,  and  an  inability 
to  pay  that  gold,  than  there  is  when  there  are  a  great  many 
issuers,  none  of  whom,  according  to  your  own  statement, 
pay  the  slightest  regard  to  the  state  of  the  exchanges? — 
No,  I  think  not. 

"  What  then  supplies  the  check  ? — The  check  upon  the 
private  bankers  is,  that  their  circulation  cannot  be  issued 
to  excess;  whereas  if  you  had  a  bank  which  should  issue 
notes  for  so  much  gold,  then  every  time  there  was  a  favour- 
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able  course  of  exchange,  there  would  be  a  large  issue  of 
notes,  which  notes  would  neeessarily  reduce  the  rate  of 
interest,  Lead  to  speculation,  and  turn  the  exchanges  again 
by  causing  investments  to  be  made  in  foreign  countries. 
New,  as  issues  are  at  present  conducted,  bankers  are  under 
several  checks  which  would  not  apply  to  such  a  bank.  For 
instance,  the  check  of  the  interchange  with  each  other  of 
their  different  notes  once  or  twice  a  week,  and  the  check 
of  having  their  notes  payable  on  demand;  whereas  the  notes 
of  such  a  bank  as  you  suppose  would  not  be  diminished 
except  when  gold  was  wanted  to  be  sent  abroad.  Another 
check  is  the  practice  of  giving  interest  upon  deposits,  by 
which  all  the  surplus  circulation  is  called  in  and  lodged 
with  the  banks.  Now,  such  a  bank  as  you  have  supposed 
would  not  be  under  the  control  of  those  checks,  and  it 
would  be  under  the  necessity  of  increasing  the  circulation 
whenever  the  exchange  became  favourable;  and  we  know 
by  experience,  that  the  most  sure  way  of  making  the  ex- 
changes unfavourable  is  a  previous  excessive  issue;  that 
previous  excessive  issue  would  necessarily  arise,  on  the 
principle  you  have  supposed,  every  time  the  exchange  was 
favourable. 

"  You  think  that  there  is  some  cause  in  operation  which 
applies  equally  to  all  issuers  of  paper,  and  prevents  any 
undue  issue  of  paper,  and  dispenses  with  the  necessity  of 
any  reference  on  the  part  of  each  issuer  to  the  state  of  the 
exchanges? — That  is  the  case  with  all  country  issuers  of 
paper.  With  regard  to  the  Bank  of  England,  who  have 
the  power  of  issuing  their  notes  in  exchange  against  bul- 
lion, in  the  purchase  of  Exchequer  bills  and  Government 
stock,  it  is  quite  clear  that  notes  put  into  operation  in  that 
way,  being  thrown  in  a  mass  upon  the  previously  existing 
state  of  trade,  will  have  the  effect  of  raising  prices  and 
reducing  interest,  and  turn  the  exchanges;  but  if  notes  are 

II.  M 
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issued  merely  to  pay  for  transactions  that  have  previously 
taken  place,  and  are  drawn  out  by  the  operations  of  trade, 
those  notes  will  have  no  such  effect. 

"  Supposing,  at  present,  the  Bank  of  England  observed 
that  the  exchanges  continued  unfavourable  for  a  long 
period,  and  that  there  was  a  progressive  diminution  in  the 
amount  of  their  bullion,  and  supposing  that  they  saw  that 
in  the  course  of  two  years  their  bullion  was  reduced  from 
ten  millions  to  four  millions;  do  you  think  it  would  be 
desirable  that  the  Bank  of  England  should  take  any  step 
whatever  to  guard  against  the  ultimate  consequences  of 
that  state  of  things  by  restricting  the  paper  circulation? — 
I  think  such  a  case  may  occur,  but  I  think  in  ordinary 
times  the  Bank  of  England  might  hold  foreign  securities, 
by  which  they  would  bring  back  gold  to  this  country,  and 
thus  prevent  any  necessity  for  a  contraction  of  the  cir- 
culation. At  the  same  time,  I  do  not  at  all  question  the 
possibility  of  such  a  case  occurring  as  may  render  a  con- 
traction necessary;  nor  do  I  at  all  question  the  influence 
of  a  contraction  to  have  some  effect  upon  the  exchanges; 
but  I  contend  that,  as  an  ordinary  principle  of  action,  the 
bank  ought  not  to  expand  their  circulation,  so  as  to  cause 
the  exchanges  to  be  unfavourable,  nor  calculate  upon  a 
contraction  of  the  circulation  for  the  purpose  of  remedying 
the  exchanges. 

"  Then  you  do  think  that  the  expansion  of  the  circulation 
of  the  Bank  of  England  may  cause  unfavourable  exchanges? 
—Yes. 

M  Why  should  not  the  expansion  of  the  circulation  on 
the  part  of  the  country  issuers  produce  the  same  effect? — 
Because  the  country  circulation  is  under  checks,  whereas 
the  Bank  of  England  circulation  is  not;  the  country  cir- 
culation can  be  issued  only  in  consequence  of  transactions 
which  have  taken  place,  and  to  the  extent  only  required 
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by  the  wants  of  the  district;  whereas  it  is  obvious  that 
the  Bank  of  England  has  the  power  of  increasing  the 
circulation  by  the  purchase  of  Exchequer  bills  or  stock, 
or  by  purchasing  bullion,  and  throwing  a  mass  of  notes 
on  the  market  when  the  state  of  trade  does  not  require 

thrill." 

"Chairman. — Have  you  any  further  observations  to 
make  to  the  committee? — When  the  first  question  was 
asked  of  me,  at  the  commencement  of  my  examination,  I 
stated  that  I  appeared  before  the  committee  as  the  repre- 
sentative of  the  joint-stock  banks,  and  that,  therefore,  in 
expressing  any  opinions  consistently  with  the  resolutions 
which  they  had  passed,  I  wished  to  be  considered  as 
Bpeaking  the  sentiments  of  the  joint-stock  banks;  but, 
should  the  committee  ask  me  any  question  not  connected 
with  the  circumstances  of  country  issues,  that  I  wished  to 
be  considered  as  speaking  my  own  individual  opinions. 
The  points  upon  which  I  wished  to  be  considered  as 
speaking  the  sentiments  of  the  joint-stock  banks  are  as 
follows:  I  speak  the  opinions  of  the  joint-stock  banks  in 
saying  that  their  circulation  cannot  be  made  to  fluctuate 
in  exact  conformity  with  the  circulation  of  the  Bank  of 
England,  or  with  the  stock  of  gold  in  the  Bank  of  Eng- 
land; that  the  country  issue  is  drawn  out  by  the  demands 
of  trade,  and  is  subject  to  checks  to  which  the  circulation 
of  the  Bank  of  England  is  not  liable;  that  the  country 
bankers  have  not  the  power  of  issuing  their  notes  to  excess; 
that  they  cannot  contract  their  circulation  or  expand  it  as 
they  please;  and  also,  that  the  country  circulation  does 
not  influence  the  prices  of  commodities,  and  that  it  cannot 
be  regulated  by  the  principles  of  the  foreign  exchanges.  I 
speak  the  opinions  of  the  joint-stock  banks  when  I  say, 
that  the  abolition  of  the  country  circulation  would  cause 
very  considerable  distress ;  would  limit  the  power  of  the 


164  THE   HISTORY,    PRINCIPLES,   AND 

country  banks  to  grant  the  same  accommodation  to  their 
customers;  would  compel  many  of  their  customers  to  sell 
their  property,  thus  lessening  the  value  of  real  property; 
that  country  bankers  would  be  compelled  to  increase  their 
charges  to  their  customers;  and,  in  some  cases,  that  those 
banking  establishments  would  be  altogether  abolished,  in 
consequence  of  not  being  able  to  supply  sufficient  profit  for 
carrying  them  on;  that,  in  some  other  cases,  however  the 
country  circulation  might  be  substituted  or  superseded  by 
a  bill  circulation,  nevertheless  considerable  distress  would 
exist  throughout  the  country,  and  that  not  only  country 
banks  themselves,  but  their  customers  and  the  public  in 
general,  would  be  subject  to  very  considerable  loss  and 
inconvenience.  In  other  opinions  which  I  have  expressed 
with  regard  to  the  regulation  of  the  currency,  and  the 
principles  upon  which  the  Bank  of  England  ought  to  be 
managed;  also,  as  regards  the  extracts  which  have  been 
made  from  my  own  works,  and  other  matters  I  need  not 
particularly  specify,  I  wish  to  be  understood  as  giving  my 
own  opinions,  without  saying  whether  those  opinions  do 
or  do  not  meet  the  concurrence  of  the  joint-stock  bankers. 
I  take  the  responsibility  of  these  entirely  upon  myself." 

Notes  under  Five  Pounds. 

The  most  important  circumstance  in  which  the  banks  of 
Scotland  and  Ireland  differ  from  those  of  England,  is  in 
their  power  to  issue  notes  under  J25.  That  portion  of  our 
currency  in  England  which  is  under  Mb  consists  of  gold 
aud  silver  coin.  And  it  may,  under  present  circumstances, 
be  worth  while  to  inquire — suppose  we  should  have  a  pro- 
tracted war,  and  be  compelled  to  export  our  gold,  either 
to  subsidize  foreign  powers,  or  to  maintain  our  fleets  and 
armies  abroad,  what  additional  supply  of  gold  could  we 
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£ 

1815     . 

.     .     9,035,250 

1816     . 

.     .     9,001,400 
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obtain  by  means  of  issuing  d£l  notes?  I  do  not  think  we 
can  LM-f  any  certain  reply  to  this  question;  but  there  are 
some  inquiries  that  may  assist  our  reasonings  on  the  sub- 
ject. First,  we  may  inquire,  when  the  Bank  of  England 
issued  small  notes,  what  proportion  did  the  notes  under 
<£5  bear  to  the  amount  of  the  whole  circulation?  That 
establishment  issued  such  notes  from  the  year  1797  to  the 
year  1821.  We  find  that  the  highest  proportion  was  in 
the  years  1815  and  1816.  On  the  last  day  of  February  in 
those  years  the  circulation  stood  thus — 

Notes  of  £5  and  upward.  Total  Circulation. 
£  £ 

18,226,400  27,261,650 

18,012,220  27,013,620 

Here  we  find  that  the  notes  under  £5  were  about  half 
the  amount  of  those  of  =£5  and  upwards.  This  was  in 
1815  and  1816,  when  the  notes  were  issued  only  in  London. 
Supposing,  therefore,  in  round  numbers,  that  the  Bank  of 
England  circulation  is  now  ^£20,000,000,  then  in  the  same 
proportion  it  might  maintain  a  circulation  of  d£l  0,000,000 
of  small  notes.  But  we  must  remember  that  during  the 
last  sixty  years  the  population,  the  trade,  and  the  wealth 
of  the  nation  has  vastly  increased.  And  if  pecuniary  trans- 
actions were  conducted  in  the  same  way,  the  notes  in  cir- 
culation must  have  increased  in  proportion.  But,  in  con- 
sequence of  the  more  general  use  of  bills  of  exchange, 
the  extension  of  banking  accounts,  the  more  frequent  ex- 
changes between  country  bankers,  and  the  operations  of 
the  Clearing  House  in  London,  a  smaller  amount  of  bank 
notes  is  now  necessary.  All  large  transactions  are  now 
settled,  not  by  notes,  but  by  bills  and  cheques  and  trans- 
fers. But  these  banking  facilities  which  diminish  the 
demand  for  large   notes  do  not  in  the  same  proportion 
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diminish  the  use  of  small  notes.  On  the  contrary,  from 
the  great  increase  in  the  labouring  population,  and  the 
consequent  increased  extent  of  retail  trade,  the  demand 
for  small  notes  to  pay  wages  and  to  settle  small  trans- 
actions must,  during  the  last  sixty  years,  have  greatly 
increased.  Seeing,  then,  that  the  demand  for  large  notes 
has  diminished,  and  the  demand  for  small  currency  has 
increased,  it  seems  reasonable  to  suppose,  that  were  the 
Bank  of  England  now  to  issue  small  notes,  the  amount  in 
circulation  would  bear  a  higher  proportion  to  the  large 
notes  than  was  the  case  sixty  years  ago. 

I  have  already  stated  that  we  have  no  returns  of  the 
amount  of  the  country  circulation  previous  to  the  year 
1833.  But  we  have  the  number  of  notes  stamped  of  dif- 
ferent denominations,  and  we  find  that  in  the  years  1820 
to  1825,  the  amount  of  notes  stamped  under  <£5  varied 
from  37  to  50  per  cent.,  making  an  average  of  44  per 
cent,  of  the  whole  circulation.  This  makes  the  small  notes 
nearly  equal  in  amount  to  the  large  ones.  But  here  again 
it  is  probable  that  the  small  notes  remained  out  longer 
than  the  large  ones.  A  greater  proportion  of  the  large 
notes  were  probably  in  the  banker's  till,  and  a  larger  pro- 
portion of  the  small  notes  in  the  hands  of  the  public.  It 
seems  probable,  therefore,  that  the  amount  of  small  notes 
in  active  circulation  was  usually  higher  than  the  amount 
of  large  notes.  And  if  the  Bank  of  England,  whose  issues 
were  made  only  in  London,  and  whose  circulation  was 
chiefly  in  London  and  Lancashire,  maintained  one-third 
of  its  circulation  in  small  notes,  it  seems  likely  that  the 
country  banks,  whose  notes  were  issued  in  almost  every 
town  and  village  in  the  country,  would  maintain  a  much 
higher  proportion  than  even  one-half. 

If  we  look  to  the  present  state  of  the  circulation  in 
Ireland  and  Scotland,  we  shall  find  that  the  small  notes 
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form  the  larger  proportion,  and  the  amount  furnishes  no 
confirmation  <>t*  the  doctrine  that  small  notes  diminish  in 
wealthy  countries.  Scotland  is  a  wealthier  country  than 
Ireland,  yet  has  a  larger  proportion  of  small  notes.  And 
the  north  of  Ireland  is  wealthier  than  the  south,  yet  the 
banks  of  Belfast  have  a  larger  proportion  of  small  notes 
than  the  banks  of  the  south. 

From  the  former  circulation  of  the  Bank  of  England, 
the  stamps  issued  to  the  country  bankers,  and  the  present 
circulation  of  Scotland  and  Ireland,  we  have  then  mate- 
rials for  forming  an  opinion  as  to  the  amount  of  small 
notes  that  might  be  maintained  in  circulation  in  England; 
and  though  we  cannot  fix  the  amount  with  that  precision 
which  the  science  of  statistics  requires,  yet  after  putting 
the  facts  and  reasonings  together,  we  seem  warranted  in 
drawing  the  conclusion  that  the  amount  would  not  be  less 
than  thirty  millions;  and,  consequently,  we  have  the  power, 
when  necessary,  of  releasing  from  their  present  duties  thirty 
millions  of  sovereigns,  and  employing  them  for  national 
purposes  elsewhere. 

Suggestions  on  the  Country  Circulation. 

It  is  not  my  object  to  examine  here  any  of  the  enact- 
ments of  the  Act  of  1844  that  have  a  reference  to  the 
Bank  of  England;  but  when  the  subject  is  brought  under 
consideration,  means  should  be  employed  to  obtain  some 
modification  of  those  clauses  that  have  a  reference  to  the 
country  banks.  The  country  circulation  should  be  pre- 
served in  its  integrity — should  be  rendered  capable  of  ex- 
pansion, so  as  to  meet  the  demands  of  a  more  numerous 
population,  extended  commerce,  higher  prices,  and  in- 
creased taxation — its  issues  should  be  allowed  to  be  regu- 
lated by  the  demands  of  trade  and  agriculture  in  the 
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respective  districts  in  which  the  banks  are  established, 
and  should  be  rendered  as  much  as  possible  free  from  the 
operation  of  the  foreign  exchanges. 

We  find  that  in  1844,  when  the  country  circulation  had 
greatly  declined,  we  took  the  actual  circulation  of  the  then 
existing  country  notes,  and  made  it  a  maximum  circula- 
tion— an  arrangement  which,  necessarily,  from  the  fear 
of  incurring  penalties,  reduced  the  amount  of  the  actual 
circulation  below  the  maximum.  We  apply  this  maximum 
to  a  circulation  that  fluctuates  very  much  in  different  parts 
of  the  year.  If,  then,  we  keep  below  the  maximum  in 
April,  we  necessarily  fall  much  lower  in  August.  We 
divide  this  maximum  among  277  banks,  and  impose  heavy 
penalties  upon  every  one  that  shall  exceed  his  portion  of 
the  maximum, — a  circumstance  that  tends  to  reduce  still 
farther  the  actual  circulation.  No  one  is  forbidden  to  re- 
duce his  issue  as  low  as  he  pleases ;  and  if  he  abandons  it 
altogether,  only  two-thirds  can  be  supplied,  and  that  by 
permission  of  the  government;  and  then  only  upon  the 
application  of  a  bank  whose  head-quarters  are  in  London, 
who  is  to  get  nothing  by  the  operation,  and  whose  issues 
are  governed  by  laws  which  have  been  declared  by  the 
country  bankers  to  be  inapplicable  to  the  operations  of 
a  local  currency,  and  unsuitable  to  the  requirements  of 
domestic  industry.  This  maximum  must  never  be  exceeded, 
while  those  banks  that  previously  issued  Bank  of  England 
notes  are  not  allowed  to  resume  their  own  circulation,  and 
no  new  bank  of  issue  is  allowed  to  be  established.  The 
result  of  this  arrangement  has  been,  that  an  authorized 
issue  in  1844  of  £8, 648,853  is  now  reduced  to  an  author- 
ized issue  of  £7, 942,466/  and  that  the  actual  circulation  is 
generally  below  £7,000,000,  and  has  been  below  £6,000,000 ; 

1  The  total  amount  of  this  country  authorized  issue  on  August 
4th,  1906,  was  £1,582,184  and  the  actual  circulation  about  i'f>10,000. 
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while  every  banker,  in  certain  seasons  of  the  year,  has  been 
compelled  to  watch  the  issue  of  his  notes,  lest  he  ineur 
those  enormous  penalties  which  attend  even  the  accidental 
violation  of  the  Act. 

In  endeavouring  to  remove  those  inconveniences,  we 
would  be  governed  by  a  regard  to  the  spirit  of  the  Act 
of  1844,  and  attempt  only  to  correct  its  practical  defects. 
Among  the  modifications  that  may  be  suggested,  perhaps 
the  following  may  deserve  a  special  consideration: — That 
the  present  maximum  which  applies  to  an  average  of  four 
weeks  should  apply  to  an  average  of  twelve  months; — 
that  all  the  banks  who  had  formed  agreements  with  the 
Bank  of  England,  and  whose  compensation  ceased  in  1856, 
should  be  allowed  to  circulate  their  own  notes  to  the 
amount  to  which  they  had  circulated  Bank  of  England 
notes; — that  the  country  circulation  should  not  be  less 
than  the  amount  fixed  by  the  Act  of  1844,  and  that  the 
deficiency  of  £706, 387,1  which  has  since  taken  place,  should 
be  redistributed  among  the  country  banks  (whether  at 
present  issuing  or  non -issuing),  in  the  district  in  which 
the  deficiency  has  taken  place; — that  we  adopt  the  enact- 
ments of  Scotland  and  Ireland,  by  allowing  the  existing 
banks  of  issue  to  extend  their  issues  beyond  their  fixed 
amount,  provided  they  have  gold,  either  at  the  head  office 
or  at  any  of  the  branches,2  equal  to  the  amount  of  the 
excess;  and  as  Bank  of  England  notes  are  a  legal  tender 
in  England,  and  can  be  converted  into  gold  upon  demand, 
they  might  in  this  instance  be  placed  upon  an  equality 

1  This  deficiency  now  amounts  to  more  than  £7,000,000. 

-  The  Act  of  1845,  in  reference  to  Ireland,  is  imperfect  in  this 
respect.  The  Provincial  Bank  of  Ireland,  for  instance,  can  issue 
notes  against  gold  held  in  Dublin,  Belfast,  Limerick,  and  Cork, 
hut  not  against  gold  held  at  any  of  the  other  branches.  There 
seems  to  he  no  reason  for  this  distinction. 
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with  gold ; — that  banks  of  issue  be  permitted  to  continue 
their  fixed  issue  in  the  same  locality,  even  should  they 
increase  their  partners  to  a  greater  number  than  six;  and 
that  this  regulation  be  made  retrospective,  so  as  to  include 
all  unions  of  banks  of  issue  with  other  banks  that  have 
taken  place  since  the  year  1844;  and  further,  that  we 
adopt  the  law  of  Scotland  and  Ireland,  by  allowing  two  or 
more  banks  of  issue,  whatever  may  be  the  number  of  their 
partners,  to  unite  and  to  retain  the  united  amount  of  issue 
of  all  the  united  banks.  With  reference  to  the  issue  of 
notes  under  <£5,  we  think  that  is  a  question  for  the  con- 
sideration of  statesmen,  and  its  adoption  must  depend 
upon  the  political  circumstances  of  the  country.  As  long 
as  Australia  can  supply  us  with  gold  sufficient  to  meet 
our  foreign  requirements  and  to  maintain  our  domestic 
currency,  probably  we  had  better  remain  as  we  are.  At 
the  same  time  it  may  be  useful  to  know,  that  in  case  of 
necessity,  we  have  here  a  magazine  from  which  we  may 
draw  a  large  supply  of  the  sinews  of  war. 
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SECTION  XXX. 

THE  SCOTCH  BANKS. 

TN    this     section     we     shall     consider    the     following 
**  topics: 

I.  The  Law  of  Scotland  with  reference  to  Banking. 
II.  A  Comparison  between  the  Banks  of  Scotland  and 
those  of  England. 

III.  The  Laws  of  the  Currency  with  reference  to  Scot- 

land. 

IV.  Those  operations  of  the  Scotch  Banks  that  refer  to 

the  system  of  Cash  Credits,  Interest  on  Deposits, 
and  the  settlement  of  the  Exchanges. 

I. — The  Law  of  Scotland  with  reference  to  Banking. 

The  following  is  the  language  of  the  Report  of  the  Com- 
mittee of  the  House  of  Commons,  appointed  in  1826  to 
consider  the  expediency  of  abolishing  all  notes  under  £5 : 

"  There  is  no  limitation  upon  the  number  of  partners 
of  which  a  banking  company  may  consist;  and,  excepting 
in  the  case  of  the  Bank  of  Scotland,  and  the  two  chartered 
banks,  which  have  very  considerable  capitals,  the  partners 
of  all  banking  companies  are  bound  jointly  and  severally, 
so  that  each  partner  is  liable  to  the  whole  extent  of  his 
fortune  for  the  whole  debts  of  the  company.1 

1  With  the  exception  of  the  three  old  chartered  banks,  the  Bank 
of  Scotland,  the  Royal  Bank  of  Scotland  and  the  British  Linen 
Company,  all  the  Scotch  banks  have  now  registered  under  the 
Companies  Acts  with  limited  liability. 
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"  A  creditor  in  Scotland  is  empowered  to  attach  the  real 
and  portable,  as  well  as  the  personal  estate  of  his  debtor, 
for  payment  of  personal  debts,  among  which  may  be 
classed  debts  dne  by  bills  and  promissory  notes;  and  re- 
course may  be  had  for  the  procuring  payment  to  each 
description  of  property  at  the  same  time.  Execution  is 
not  confined  to  the  real  property  of  a  debtor  merely  during 
his  life,  but  proceeds  with  equal  effect  upon  that  property 
after  his  decease. 

"  The  law  relating  to  the  establishment  of  records  gives 
ready  means  of  procuring  information  with  respect  to  the 
real  and  heritable  estate  of  which  any  person  in  Scotland 
may  be  possessed.  No  purchase  of  an  estate  in  that 
country  is  secure  until  the  seisine  (that  is,  the  instrument 
certifying  that  actual  delivery  has  been  given)  is  put  on 
record ;  nor  is  any  mortgage  effectual  until  the  deed  is  in 
like  manner  recorded. 

"  In  the  case  of  conflicting  pecuniary  claims  upon  real 
property,  the  preference  is  not  regulated  by  the  date  of  the 
transaction,  but  by  the  date  of  its  record.  These  records 
are  accessible  to  all  persons;  and  thus  the  public  can 
with  ease  ascertain  the  effective  means  which  a  banking 
company  possesses  of  discharging  its  obligations,  and  the 
partners  in  that  company  are  enabled  to  determine  with 
tolerable  accuracy  the  degree  of  risk  and  responsibility  to 
which  the  private  property  of  each  is  exposed. 

"  There  are  other  provisions  of  the  law  of  Scotland 
which  it  is  not  necessary  minutely  to  detail,  the  general 
tendency  of  which  is  the  same  with  those  above  men- 
tioned." 

"  The  following  Acts  of  Parliament  have  been  passed  in 
reference  to  banking  in  Scotland: 

"  The  first  notice  of  banking  in  Scotland  which  occurs 
m  the  statute-book,  is  an  Act  of  King  William  the  Third, 
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passed  in  the  pear  l<>9.r>,  under  which  the  Bank  of  Scotland 
was  established.  By  this  Act  an  exclusive  privilege  of 
banking  was  conferred  upon  that  bank,  it  being  provided, 
1  that  for  the  period  of  twenty  years  from  the  17th  July, 
1695,  it  should  not  be  lawful  for  any  other  person  to  set 
up  a  distinct  company  or  bank  within  the  kingdom  of 
Scotland,  besides  those  persons  in  whose  favour  this  Act 
was  granted.'  No  renewal  of  the  exclusive  privilege  took 
place  after  the  expiration  of  the  twenty-one  years. 

"  The  Bank  of  Scotland  first  issued  notes  of  20.s.  in  the 
year  1704;  but  the  amount  of  notes  in  circulation  previous 
to  the  Union  was  very  limited. 

"  The  Bank  of  Scotland  continued  the  only  bank  from 
the  date  of  its  establishment  in  1695,  to  the  year  1727. 

"  In  that  year  a  charter  of  incorporation  was  granted  to 
certain  individuals  named  therein,  for  carrying  on  the 
business  of  banking  under  the  name  of  the  Royal  Bank ; 
and  subsequent  charters  were  granted  to  this  establish- 
ment, enlarging  the  capital,  which  now  amounts  to  one 
million  and  a  half.1 

"  An  Act  passed  in  the  year  1765,  is  the  first  and  most 
important  Act  of  the  Legislature  which  regulates  the  issue 
of  promissory  notes  in  Scotland. 

"  It  appears  from  its  preamble,  that  a  practice  had  pre- 
vailed in  Scotland  of  issuing  notes  which  circulated  as 
specie,  and  which  were  made  payable  to  the  bearer  on 
demand,  or  payable  at  the  option  of  the  issuer  at  the  end 
of  six  months,  with  a  sum  equal  to  the  legal  interest  from 
the  demand  to  that  time. 

"  The  Act  of  1765  prohibits  the  issue  of  notes  in  which 
such  an  option  as  that  before  mentioned  is  reserved  to  the 
issuer.    It  requires  that  all  notes  of  the  nature  of  a  bank 

1  The  paid-up  capital  of  the  Royal  Bank  of  Scotland  now  amounts 
to  two  millions. 
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note,  and  circulating  like  specie,  should  be  paid  on  de- 
mand; and  prohibits  the  issue  of  any  promissory  note  of 
a  sum  less  than  20s. 

''With  respect  to  the  issue  of  promissory  notes  in 
England,  an  Act  was  passed  in  1775,  prohibiting  the  issue 
of  any  such  notes  under  the  sum  of  20s.  And  in  the  year 
1777,  restraints  were  imposed  by  law  on  the  issue  of  notes 
between  the  sum  of  20s.  and  <£5,  which  were  equivalent  to 
the  prohibition  of  such  notes  circulating  as  specie. 

"  In  the  year  1797,  when  the  restrictions  as  to  payments 
in  cash  were  imposed  upon  the  Bank  of  England,  the 
provisions  of  the  Act  of  1777,  with  regard  to  the  issue  of 
notes  between  20s.  and  <£5,  were  suspended.  By  an  Act 
passed  in  the  third  year  of  his  present  Majesty,  the  sus- 
pension was  continued  until  the  5th  of  January,  1833; 
but  now  stands  limited,  by  an  Act  of  the  present  session, 
to  April  5,  1829." 

"  The  general  result  of  the  laws  regulating  the  paper 
currency  in  the  two  countries  is  this : 

"  That  in  Scotland,  the  issue  of  promissory  notes  payable 
to  bearer  on  demand  for  a  sum  of  not  less  than  20s.  has 
been  at  all  times  permitted  by  law,  nor  has  any  Act  been 
passed  limiting  the  period  for  which  such  issue  shall  con- 
tinue legal  in  that  country.  In  England,  the  issue  of  pro- 
missory notes  for  a  less  sum  than  =£5  was  prohibited  by 
law  from  the  year  1772  to  the  period  of  the  bank  restric- 
tion in  1797.  It  has  been  permitted  since  1797;  and  the 
permission  will  cease,  as  the  law  at  present  stands,  in 
April,  1829." 

The  Act  which  now  regulates  the  issue  of  bank  notes  in 
Scotland  is  8  &  9  Vict,  c.  38,  passed  in  the  year  1845. 

By  this  Act,  the  power  of  issuing  notes  is  confined  to 
those  banks  that  issued  notes  in  the  year  preceding  the 
1st  day  of  May,  1845.    And  the  amount  to  which  each 
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bank  inav  issue  is  not  to  exceed  the  average  amount  of 
notes  it  had  in  circulation  during  the  year  ending  the  1st 
of  May,  1845,  and  the  amount  of  gold  or  silver  coin  it  may 
at  the  time  have  in  possession  at  the  head  office  or  prin- 
cipal place  of  issue,  in  the  proportion  that  the  silver  shall 
not  be  more  than  one-fourth  the  amount  of  the  gold. 

This  Act  was  to  come  into  operation  on  the  6th  day  of 
December,  1845.  After  which  day  each  banker  is  to 
make  weekly  returns  to  the  Stamp  Office  of  his  notes  in 
circulation,  and  of  the  gold  and  silver  coin  on  hand;  and 
the  averages  of  four  weeks  are  to  be  published  in  the 
"  London  Gazette,"  with  a  certificate  from  the  commissioner 
as  to  whether  the  bank  has  held  the  amount  of  coin 
required  by  this  Act. 

Bank  of  England  notes  are  not  to  be  a  legal  tender  in 
Scotland. 

In  the  Acts  of  Parliament  passed  in  1844  and  1845  for 
Regulating  Banks  of  Issue  in  England  and  in  Scotland,  we 
may  observe  the  following  differences: 

1.  The  maximum  of  the  circulation  in  England  is  the 
average  of  the  twelve  weeks  ending  the  27th  of  April, 
1844.  The  maximum  in  Scotland  is  the  average  of  the 
year  ending  the  1st  day  of  May,  1845. 

2.  The  English  banks  are  not,  under  any  circumstances, 
allowed  to  exceed  the  fixed  limit.  The  Scotch  banks  are 
allowed  to  exceed  their  limit,  provided  they  hold  in  their 
coffers  at  the  head  office  an  amount  of  gold  and  silver 
equal  to  such  excess. 

3.  In  England,  should  two  joint-stock  banks  of  issue 
effect  a  junction,  the  circulation  of  one  of  them  would  be 
forfeited,1  and  the  united  bank  could  issue  only  to  the 

1  There  is  no  express  provision  in  the  English  Act  with  refer- 
ence to  the  junction  of  two  joint-stock  banks.  We  consider  that 
only  one  of  the  banks  would  lose  its  issue,  provided  the  continuing 
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amount  which  the  other  bank  had  previously  issued.  In 
Scotland,  the  united  bank  is  allowed  to  issue  to  the  amount 
of  the  two  circulations  added  together. 

4.  In  Scotland,  notes  under  d£5  are  still  permitted.    In 
England,  notes  under  =£5  are  still  prohibited. 


II. — A  Comparison  behveen  the  Banks  of  Scotland  and  those 

of  England. 

The  differences  between  the  English  and  the  Scotch 
banks  are  the  following: 

1.  The  Scotch  banks  are  all  joint-stock  banks.  In 
England  there  is  a  mixture  of  joint- stock  and  private 
banks. 

2.  The  Scotch  banks  are  all  banks  of  issue.  In  England 
there  are  many,  both  private  and  joint-stock  banks,  that 
are  not  banks  of  issue. 

3.  The  Scotch  banks  all  have  branches.  In  England 
most  of  the  private  banks,  and  some  of  the  joint- stock 
banks,  have  no  branches. 

4.  The  Scotch  banks  universally  grant  interest  on  the 
balance  of  current  accounts  ] — a  practice  not  universally 
adopted  in  England,  especially  in  London. 

5.  The  mode  of  making  advances  by  way  of  "  cash 
credit"  is  general  in  Scotland,  but  exceptional  in  England. 

We  may  also  observe  some  other  differences,  chiefly  of  a 

bank  retained  its  original  title,  so  as  not  to  create  a  new  bank. 
But  if  by  the  union  a  new  bank  should  be  formed,  then  both  the 
banks  would  lose  their  issues.  In  the  same  way,  we  think  that 
the  union  of  an  issuing  and  a  non-issuing-  bank  would  cause  no 
change  in  the  issue.  But  then  the  new  bank  must  retain  the  title 
of  the  old  issuing  bank.  Its  right  of  issue  would  not  be  affected 
by  taking  new  directors  or  new  shareholders. 

1  It  is  no  longer  the  custom  of  the  Scotch  banks  to  allow  interest 
on  current  accounts. 
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business  character,  which  have  an  important  bearing  on 
the  interest  of  the  community. 

I.  The  banks  of  Scotland  have  generally  a  large  paid-up 
capital.  • 

"  Two  great  errors  appear  to  have  been  committed  in 
the  formation  of  joint-stock  banks  in  England,  and,  until 
these  are  remedied,  such  establishments  can  hardly  expect 
to  reach  a  higher  degree  of  importance  or  credit  than 
is  attainable  by  a  wealthy  private  bank.  These  evils  are, 
in  the  first  place,  too  small  a  capital  relatively  to  the  ex- 
tent of  business  undertaken;  and,  in  the  next  place,  the 
circumstance  of  the  issues  of  the  joint-stock  banks  being 
left  uncontrolled  by  any  effective  system  of  exchange.1 

"  The  advantage  of  a  small  capital  in  banking  is,  that  it 
enables  the  establishment,  if  at  all  successful  in  business, 
to  pay  a  large  dividend.  The  profits  of  banking  depend, 
in  a  great  measure,  on  the  amount  of  deposits  and  circula- 
tion, and,  according  as  these  are  great  or  small  compared 
with  the  extent  of  the  capital,  will  the  company  be  enabled 
to  divide  a  larger  or  a  smaller  dividend.  It  therefore 
becomes  the  obvious  policy  of  those  establishments,  the 
managers  of  which  conceive  that  the  success  of  a  bank  is 
proved  by  the  early  payment  of  a  high  dividend,  to  keep 
the  capital  of  the  company  within  the  narrowest  possible 
limits.  This  system  has  been  carried  to  the  utmost 
extreme  in  England;  and  hence,  although  large  dividends 
have  been  paid  to  the  shareholders,  there  has  been  no 
corresponding  increase  of  confidence  on  the  part  of  the 
public. 

"  The  Scotch  banks,  on  the  other  hand,  have  pursued  a 
directly  opposite  course.    Their  object  has  been  to  secure 

1  The  capital  of  English  Joint  Stock  banks  no  longer  compares 
unfavourably  with  that  of  the  Scotch  hanks,  while  the  note  issue 
is  now  in  most  cases  insignificant  compared  with  other  liabilities. 

II.  N 
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public  confidence  by  the  extent  of  their  capital,  and  they 
have  continued  to  pay  moderate  dividends  to  their  share- 
holders, until  justified  in  augmenting  them  by  years  of 
success,  and  a  large  accumulated  sinking-fund.  So  well, 
indeed,  is  this  system  understood,  and  so  completely  has 
it  attained  its  purposes,  that  the  slightest  appearance  of 
improvidence  displayed  by  a  Scotch  joint- stock  bank,  in 
fixing  the  amount  of  its  dividend,  has  been  invariably 
attended  with  a  decrease  of  the  public  confidence  in  the 
stock  of  the  establishment.  In  this  manner  public  con- 
fidence has  been  secured,  the  value  of  Scotch  bank  stock 
has  risen  in  the  market,  and  the  shareholders  have  received 
their  extra  profits  as  a  bonus,  or  in  the  increased  value  of 
their  own  shares.  Thus,  instead  of  being  looked  upon  as 
establishments  aiming  at  the  ephemeral  advantage  of 
making  a  large  dividend,  for  stock-jobbing  or  temporary 
purposes,  our  banks  have  almost  invariably  assumed  the 
character  of  permanent  national  establishments,  identified 
with  the  prosperity  of  the  country,  and,  by  means  of  their 
small-note  circulation,  conferring  benefit  on,  as  well  as 
obtaining  the  confidence  of,  every  class  in  the  com- 
munity."1 

2.  In  operating  on  his  current  account,  it  is  not  the 
general  practice  in  Scotland  for  a  customer  to  draw 
cheques 2  on  the  bank  for  his  individual  payments,  nor  to 
accept  bills  payable  at  the  bank.  If  he  has  to  make  twenty 
payments  in  the  course  of  the  day,  he  will  go  to  the  bank 

1  "Letter  to  James  William  Gilbart,  Esq.,  on  the  Relative 
Merits  of  the  English  and  Scotch  Banking  Systems  ;  with  Practical 
Suggestions  for  the  Consolidation  of  the  English  Joint-stock 
Banking  Interest."   By  Robert  Bell. 

2  This  custom  is  very  much  modi  tied  now  ;  the  system  of  passing 
cheques  having  become  almost  universal,  a  daily  clearing  has  been 
instituted. 
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in   the   morning!  and  draw  out  in  one  sum  a  sufficient 

amount  of  notes  to  make  all  these  payments.  On  the  other 
hand,  if  a  customer  should  receive  money  from  twenty 
different  people  in  the  course  of  the  day,  he  will  not  re- 
ceive cheques,  as  there  are  none  in  circulation,  but  bank 
notes,  which  at  the  close  of  the  day  he  will  pay  in  one  sum 
into  the  bank.  In  England  all  these  receipts  and  payments 
would  be  made  in  cheques,  each  having  probably  odd 
shillings  and  pence.  From  this  cause,  the  trouble  and  ex- 
pense to  a  bank  of  conducting  a  current  account  is  much 
greater  in  England  than  in  Scotland. 

3.  The  system  of  numerous  branches  leads  to  uniformity 
all  over  Scotland  in  the  terms  on  which  business  is  trans- 
acted in  the  banks. 

From  the  small  number  of  banks  that  existed  for  many 
years  in  Scotland,  and  from  the  circumstance  that  the  head 
offices  of  most  of  these  banks  were  fixed  at  Edinburgh,  it 
was  easy  for  them  to  form  arrangements  among  themselves 
for  the  regulation  of  their  business.  Hence  arose  a  uni- 
formity of  practice  among  all  the  banks,  and  throughout 
the  whole  of  Scotland. 

This  uniformity  does  not  exist  in  England.  The  system 
of  London  banking  is  different  from  that  in  the  country. 
And  the  banking  of  one  district  differs  from  that  of  another 
district.  It  would  be  difficult  to  produce  any  general  union 
in  England,  even  among  the  joint-stock  banks.  There  is  a 
difference  in  the  character  of  their  localities.  Their  head 
offices  are  too  wide  apart  to  admit  of  frequent  personal 
communication.  And  it  may  be  feared  that  among  the 
joint-stock  banks  of  England  there  is  not  enough  of  that 
esprit  cle  corps  which  is  essential  to  the  existence  of  a 
general  confederation. 

There  is,  however,  considerable  competition  among  the 
banks  of  Scotland.    This  rivalry,  however,  does  not  lead  to 
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transacting  business  on  lower  terms.1  Indeed,  these  terms 
are  alwavs  verv  moderate.  The  difference  between  the  rate 
of  interest  allowed  and  charged  is  rarely  more  than  one 
per  cent.  No  commission  is  charged  on  current  accounts ; 
and  it  is  only  recently,  we  believe,  that  commission  has 
been  charged  on  the  amount  (not  the  operations)  of  cash 
credits.  Sometimes  the  banks  at  Glasgow,  when  there  is  a 
great  demand  for  capital,  have  been  disposed  to  grant  a 
higher  rate  of  interest  than  the  banks  of  Edinburgh ;  but 
this  difference  has  soon  been  arranged.  The  provincial 
banks,  too,  have  carried  on  a  strong  opposition  against  the 
branches  of  the  Edinburgh  banks.  The  late  Thomas 
Kinnear,  Esq.,  when  asked  what  had  led  to  the  dis- 
continuing of  some  branches  of  the  Bank  of  Scotland, 
replied: 

"  With  respect  to  those  that  are  beyond  my  memory,  I 
cannot  say  what  was  the  cause;  but  those  that  have  been 
given  up  within  my  recollection,  in  point  of  fact  were  given 
up  in  consequence  of  the  town  in  which  that  branch  had 
originally  been  established  having  accumulated  wealth  to 
such  a  degree  that  it  could  afford  a  banking  capital  of  its 
own,  and  that  it  had  in  point  of  fact  established  a  local 
bank;  then  the  connection  of  that  local  bank  went  so 
strongly  against  us  by  fair  competition,  that  we  found  we 
could  employ  our  capital  to  better  purpose  elsewhere,  and 
gave  up  the  branch."  ' 

1  The  banks  have  entered  upon  an  agreement  to  maintain  a 
uniform  scale  of  charges  for  commission,  exchange,  &C,  and  meet 
from  time  to  time  to  settle  the  rates  of  discount  and  interest — 
these  being  regulated  by  the  rise  and  fall  in  the  Bank  of  England 
rates. 

■  ('ominous,  132,  Kinnear. 
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III. — Laws  of  the  Currency  in  Scotland. 

In  Scotland  the  lowest  point  of  the  circulation  is  in 
March,  and  the  highest  in  November.  The  advance,  how- 
ever, between  these  two  points  is  not  uniform — for  the 
highest  of  the  intervening  months  is  May,  after  which 
there  is  a  slight  reaction;  but  it  increases  again  until 
November,  and  falls  off  in  December.  The  reason  of  the 
great  increase  in  May  and  November  is,  that  these  are  the 
seasons  for  making  payments.  The  interest  due  on  mort- 
gages is  then  settled,  annuities  are  then  paid,  the  country 
people  usually  take  the  interest  on  their  deposit  receipts, 
and  the  servants  receive  their  wages.  There  are  frequently 
large  sums  transferred  by  way  of  mortgage.  It  is  the 
custom  of  Scotland  to  settle  many  transactions,  large  as  well 
as  small,  by  bank  notes — not  by  cheques  on  bankers  as  in 
London.  It  is  remarkable  that  these  monthly  variations 
occur  uniformly  every  year,  while  the  amount  of  the  cir- 
culation in  the  corresponding  months  of  different  years 
undergoes  comparatively  little  change. 

The  circulation  of  Scotland  is  at  its  lowest  point  in  the 
month  of  March,  is  higher  in  July,  and  reaches  its  highest 
point  in  November.  In  the  corresponding  months  of  differ- 
ent years  there  is  but  little  deviation  in  the  amount  of  the 
circulation.  These  facts  prove  that  the  circulation  of  Scot- 
land does  not  produce  any  effect  upon  prices,  nor,  con- 
sequently, upon  the  foreign  exchanges.  It  is  hardly  neces- 
sary to  adduce  evidence  in  proof  of  the  fact  that  the  prices 
of  commodities  do  not  go  on  increasing  from  March  to 
November  in  every  year;  and  if  they  do  not  they  cannot 
be  regulated  by  the  currency.  This  regularity  in  the  cir- 
culation shows  that  it  must  be  governed  by  some  uniform 
laws,  arising  from  the  local  circumstances  or  habits  of  the 
country;  and  this,  we  think,  will  always  be  the  case  where 
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the  banks  are  passive,  and  permit  themselves  to  be  operated 
upon  by  the  wants  of  the  trade  and  commerce  carried  on  in 
their  respective  districts. 

Though  the  Act  of  1845  does  not  appear  to  have  had 
much  effect  on  the  laws  of  the  currency,  it  has  had  an 
effect  in  other  ways.  It  has  required  the  Scotch  banks  to 
keep  a  larger  amount  of  gold  in  their  vaults. 

It  has  also  had  the  effect  of  inducing  the  banks  to  in- 
crease their  charges,  and  to  decrease  the  granting  of  cash 
credits.  The  banks  are  required  to  keep  in  their  coffers  a 
larger  amount  of  gold.  This  increased  amount  yields  no 
interest,  and  hence  to  that  extent  the  Act  diminishes  their 
profits.  To  make  up  the  same  amount  of  profit  as  hereto- 
fore, the  charges  for  discounts  and  advances  are  increased. 
This  illustrates  a  principle  that  we  think  will  always  be 
found  correct,  that  restrictions  upon  hanks  are  taxes  upon  the 
public.  This  principle  is  not  sufficiently  obvious  to  states- 
men, nor  even  to  the  public,  in  England ;  the  mercantile 
classes  have  been  pleased,  rather  than  otherwise,  when  laws 
have  been  passed  injurious  to  bankers.  In  Scotland  such 
matters  are  better  understood.  The  commercial  classes 
have  always  rallied  round  the  banks;  they  have  had  the 
sagacity  to  perceive  the  truth  of  the  principle  we  have  ad- 
vanced; they  know  that  capital  employed  in  banking  must 
be  made  to  produce  an  average  profit ;  and  if  the  Legislature 
causes  one  branch  of  business  to  be  less  productive,  the 
bankers  must  make  other  branches  more  productive,  in 
order  to  render  capital  employed  in  banking  as  profitable 
us  it  would  be  if  employed  in  other  occupations.  But  the 
Act  of  1845  uot  only  increased  the  charge;  it  led  to  a 
limitation  of  accommodation.  There  is  no  one  point  on 
which  Scotchmen,  of  all  classes,  are  more  unanimous  in 
opinion,  than  on  the  advantages  that  have  arisen  to  their 
count rv  I roin  the  system  of  cash  credits.    This  system  can 
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exist  only  with  a  note  circulation.  One  of  its  objects  on  the 
part  of  the  banker  is  to. increase  liis  circulation.  But  he 
has  m»  profit  by  increasing  his  circulation  of  notes,  if  he 
must  keep  in  his  coffers  an  additional  amount  of  gold  equal 
to  that  increase.  But  gold  is  the  idol  of  our  currency 
theory.  The  cash  credit  system,  therefore,  with  all  the 
virtues  it  produced,  has  been  offered  up  in  sacrifice  to  this 
"golden  calf." 

The  Act  has,  however,  not  been  successful  in  imparting 
to  the  people  of  Scotland  a  taste  for  gold.  The  bankers 
are  too  wise  to  issue  the  gold,  unless  when  it  is  demanded; 
and  the  public  are  too  wise  to  make  such  a  demand.  Hence, 
when  the  increase  of  the  currency  requires  a  further  im- 
portation, the  gold  is  quietly  brought  from  London  to 
Edinburgh,  is  quietly  locked  up  in  the  vaults  of  the  bank, 
and,  when  no  longer  required,  as  quietly  sent  back  again. 
Of  course  this  is  a  loss  to  the  banks  of  issue,  but  in  this 
way  it  is  less  injurious  than  if  put  into  circulation.  Dis- 
astrous for  Scotland  will  be  the  day  when  the  people  shall 
become  inoculated  with  the  love  of  a  gold  currency.  The 
effect  of  such  a  desire  in  England  is  strikingly  exhibited 
in  seasons  of  pressure.  When  such  pressures  occur  in 
Scotland,  the  banks,  unlike  those  of  England,  can  employ 
their  whole  resources  to  assist  their  customers,  and  to 
support  public  credit. 

Among  the  theories  on  the  currency  was  a  notion  of 
establishing  one  bank  of  issue  for  the  United  Kingdom. 
The  following  evidence  on  this  subject  was  given  by  Mr. 
Kennedy,  the  manager  of  the  Ayrshire  Bank,  before  the 
Committee  on  Banks  of  Issue,  in  1841 : 

"Do  you  think  the  establishment  of  a  single  bank  of 
issue  for  the  United  Kingdom  would  be  advantageous  or 
otherwise  to  Scotland?"  ....  "I  conceive  that  it  must 
be  very  destructive  to  Scotland." 
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"In  what  way?"  ....  "It  is  perfectly  clear  that  it 
would  overturn  the  present  system  of  banking  in  Scotland. 
Our  system  of  banking  is  based  upon  the  power  that  our 
currency  gives  us  to  allow  a  high  rate  of  deposit  interest. 
If  you  take  from  us  the  profit  that  our  currency  yields,  we 
must  make  our  profit  from  some  other  source;  we  must 
increase  the  charges  to  the  community,  and  allow  less 
interest,  or  probably  no  interest  at  all,  and  our  system  will 
be  totally  changed." 

Another  favourite  notion  has  been  the  abolition  of  all 
notes  under  £5.  A  Committee  of  the  House  of  Lords  and 
a  Committee  of  the  House  of  Commons  made  reports  on 
this  subject  in  the  year  1826.  The  evidence  produced  by 
the  Scotch  bankers  was  so  overwhelming,  that  both  the 
committees  recommended  the  postponement  of  the  measure. 
Robert  Paul,  Esq.,  Secretary  to  the  Commercial  Bank  of 
Scotland,  stated  to  the  Committee  of  the  House  of  Lords 
that  the  following  would  be  the  effects  of  the  abolition  of 
the  small  notes : 1 

"  We  should  diminish  the  number  of  our  branches,  be- 
cause we  should  be  involved  in  an  expense  in  the  trans- 
mission of  gold,  which  the  profits  arising  out  of  our  branches 
could  never  compensate;  they  are  not  the  most  profitable 
part  of  our  business;  they  are  attended  with  a  great  many 
hazards  and  disadvantages. 

"  We  should  withdraw  our  cash  accounts,  because  they 
could  no  longer  accomplish  the  end  for  which  they  were 
granted,  which  was  the  maintaining  our  circulation,  espe- 
cially of  our  small  notes. 

"  We  should  diminish  the  interest  of  our  deposit  accounts, 
because  we  should  then  be  required  to  keep  a  very  large 
amount  of  dead  stock  of  gold  in  our  coffers  to  meet  the 

1    Lords'  Report,  p.  204. 
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constant  variations  that  would  arise,  and  to  keep  it  wholly 
unproductive.  I  imagine  that  if  a  gold  currency  were  sub- 
stituted for  a  small-note  currency,  there  would  be  a  much 
greater  amount  <>t"  gold  required  than  there  is  at  present  of 
notes.  We  have  at  present,  in  order  to  meet  the  constant 
variations,  a  large  amount  of  notes  constantly  on  hand, 
and  in  the  same  way  we  should  require  a  stock  of  gold,  and 
that  would  be  proportionably  larger  as  the  general  circula- 
tion would  be  greater."  ' 

The  following  letter,  written  by  an  agent  at  Inverary,  to 
Roger  Aytoun,  Esq.,  manager  of  the  Renfrewshire  Bank  at 
Greenock,  states  the  inconveniences  which  the  writer  appre- 
hends would  result  from  the  introduction  of  a  metallic 
currency  into  that  part  of  Scotland: 

"  With  regard  to  the  proposed  measure  of  suppressing 
bank  notes  in  Scotland  for  less  than  X5,  I  think  it  would 
be  ruinous  to  this  country;  for  I  cannot  see  how,  if  it  takes 
place,  the  business  of  the  country  can  be  carried  on.  Con- 
fining myself  to  some  of  the  most  prominent  instances  in 
which  the  Highlands  will  be  affected,  I  shall  state  the  diffi- 
culties that  occur  to  me.  Our  produce  chiefly  consists  of 
cattle  and  sheep,  grain,  wood,  kelp,  and  the  production  of 
the  fisheries.  Cattle  are  brought  to  the  country  markets  by 
the  breeders,  chiefly  small  farmers,  every  man  attending 
his  own,  and  having  generally  from  one  to  three  young 
animals  for  sale.  There  they  are  met  by  the  dealers  and 
graziers,  who  purchase  such  of  the  beasts  as  suit  them ;  and 
it  is  seldom  that  a  single  animal,  at  the  age  of  one  or  two 
years,  being  the  ages  at  which  they  sell  them  to  the  dealers 
and  graziers,  comes  to  the  price  of  £5 ;  the  price  is  more 
frequently  from  £2  to  <£4.  Of  these  a  dealer  often  pur- 
chases two  or  three  hundreds  in  single  beasts,  so  that  he 

1   Lords'  Report,  p.  132. 
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has  more  than  =£1  and  less  than  =£5  to  pay  to  each  of  as 
many  sellers;  but  he  has  no  notes  under  £5,  and  the  sellers 
are  not  able  to  return  balance  in  any  coin.  This  will  occur 
to  many  dealers  at  every  market ;  and  how  is  the  difficulty 
to  be  removed?  The  dealers  must  all  come  loaded  with 
gold  and  silver,  and  this  they  cannot  carry  to  the  necessary 
amount;  and  besides,  they  will  not  be  supplied  by  banks 
with  gold  and  silver  for  their  bills,  by  which  there  would 
be  no  profit.  The  means  of  paying  being  wanting  the  seller 
will  not  deliver,  and  the  object  of  the  parties  is  frustrated; 
and  thus  a  difficulty  is  cast  in  the  way  of  disposing  of  this 
material  article  of  Highland  produce,  which  must  dis- 
courage the  sales,  and  occasion  a  reduction  of  price,  and 
consequently  of  the  rent  and  value  of  land. 

"It  is  the  same  in  the  case  of  grain,  of  which  bear  or 
barley  is  what  is  chiefly  sold  by  small  farmers  to  the  dis- 
tilleries. In  settling  for  some  bolls,  bought  in  small 
quantities  of  two  or  three  bolls,  £5  notes  will  be  found 
most  inconvenient;  and  the  purchasers  and  manufacturers 
of  wood  and  bark,  and  of  seaweed  for  kelp,  who  require 
many  hands,  and  pay  off  their  workers  generally  once  in 
the  month,  none  of  whom  will  draw  so  small  a  sum  as 
<£1,  nor  so  large  a  sum  as  =£5,  will  experience  the  same 
difficulty. 

"The  herring  fishery  on  our  coasts  employs  several 
thousand  men,  and  is  of  very  great  importance.  Instances 
have  occurred  of  herrings  being  taken  in  Lochfine  alone  to 
the  value  of  .£40,000  in  one  season,  and  a  thousand  boats 
are  generally  employed  there  in  the  fishing.  The  fishermen 
every  morning  sell  their  fish  to  the  curers  on  shore,  receive 
their  money,  and  set  out  in  quest  of  more.  The  value  of 
each  boat's  fishing  for  a  night  sometimes  exceeds  <£5,  but 
generally  is  under  it;  and  there  arc,  in  this  fishing  station 
alone,  a  thousand  boats  to  be  paid  off  every  morning,  of 
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whom  niosl  probably  two-thirds  have  to  receive  less  than 
<£5  each.  It  will  be  impossible  to  provide  gold  and  silver 
sufficient  for  such  a  purpose;  and  in  the  remote  parts  of 
the  North  Highlands,  where  the  fishery  is  much  more  ex- 
tensive, and  banks  at  a  greater  distance,  the  difficulty  is 
insuperable. 

"At  present  the  business  of  the  Highlands  is  transacted 
by  means  of  bank  notes  of  £1,  with  some  larger  notes  on 
occasions,  and  that  with  the  greatest  facility.  Cattle  dealers, 
and  all  others  having  to  pay  away  money  to  any  amount  in 
small  sums  to  a  number  of  people,  as  in  the  instances  men- 
tioned, prepare  themselves  by  a  mixture  of  notes,  some 
large  and  some  small,  accompanied  by  a  few  pounds  of 
silver,  and  everything  goes  on  well.  These  notes  are  pre- 
ferred by  the  country  people  before  gold,  both  because 
they  are  unable  to  distinguish  between  the  genuine  and 
base  metal,  and  because  coins  are  more  liable  to  be  lost 
from  their  pockets  than  notes;  and  they  have  no  reason  to 
repent  their  confidence  in  the  stability  of  those  banks 
whose  notes  they  have  been  accustomed  to  receive  for  so 
many  years  in  their  transactions.  But  if  small  notes  are 
superseded,  and  gold  substituted,  it  is  not  easy  to  see  how 
the  supply  of  gold  is  to  be  kept  up  to  carry  on  the  business 
and  transactions  of  this  country.  Should  a  quantity  of  it 
be  received  into  the  circulation,  it  would  not  remain  long, 
but  find  its  way  into  the  banks,  who  will  not  again  give  it 
out  in  bills  as  they  do  their  notes,  and  it  will  immediately 
become  a  scarce  article  in  the  country.  A  person,  then, 
having  to  pay  in  small  sums,  will  on  every  such  occasion 
be  obliged  to  send  his  large  notes  to  the  bank  that  issued 
them,  perhaps  a  hundred  miles  off,  to  receive  gold  and 
silver  in  their  place,  to  answer  his  purpose.  The  conveyance 
of  it  to  him  is  next  to  be  provided  for.  The  weight  may  be 
too  much  for  the  post.    There  are  no  mail  coaches;  and  he 
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must  either  employ  a  carrier,  moving  too  slowly  for  his 
occasions,  or  be  at  the  expense  of  sending  a  trusty  person 
for  the  treasure. 

"  In  transmitting  money  from  one  part  of  the  country  to 
another,  the  same  difficulty  will  often  present  itself.  Sup- 
pose a  person  in  the  Western  Isles  has  to  pay  =£19  to  one 
on  the  Continent.  At  present  this  may  be  conveniently 
done  by  three  notes  of  <£5  and  four  of  £1  enclosed  by  post ; 
but  when  there  shall  be  no  =£1  notes,  the  odd  <£4  must  be 
sent  in  gold  or  silver,  not  conveniently  carried  in  a  post 
letter,  and  requiring  that  a  person  be  employed  for  the 
purpose,  and  at  some  expense. 

"Many  other  such  difficulties  and  inconveniences  will 
occur.  These  presented  themselves  to  me,  and  I  stated 
them  hastily,  without  regard  to  order.  If  you  find  any- 
thing in  them  useful  for  the  purpose,  I  shall  be  pleased. 
But  it  appears  extremely  hard  that  the  Scotch  system 
should  be  disturbed,  and  that  we  should  be  obliged  to 
adopt  one  not  only  unsuitable  to  our  purposes,  but  ruinous 
to  the  business  of  our  country." 

IV.  Those  Operations  of  the  Scotch  Banks  that  refer  to 
Gash  Credits,  Deposits,  and  the  Settlement  of  the  Ex- 
changes. 

Cash  Credits. —  A  cash  credit  is  an  undertaking  on  the 
part  of  the  bank  to  advance  to  an  individual  such  sums  of 
money  as  he  may  from  time  to  time  require,  not  exceeding 
in  the  whole  a  certain  definite  amount;  the  individual  to 
whom  the  credit  is  given  entering  into  a  bond  with  securi- 
ties, generally  two  in  number,  for  the  repayment  on  demand 
of  the  sums  actually  advanced,  with  interest  upon  each  issue 
from  the  day  upon  which  it  is  made. 

( 'ash  credits  are  rarely  given  for  sums  below  c£100;  they 
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generally  range  from  £200  to  £500,  sometimes  reaching 
£1,000,  and  occasionally  a  larger  sum. 

A  cash  credit  is,  in  fact,  the  same  thing  as  an  overdrawn 
current  account,  except  that  in  a  current  account  the  party 
overdraws  on  his  own  individual  security,  and  in  the  cash 
credit  he  finds  two  sureties  who  are  responsible  for  him. 
Another  difference  is,  that  a  person  cannot  overdraw  his 
current  account,  without  requesting  permission  each  time 
from  the  bank ;  whereas  the  overdrawing  of  a  cash  credit 
is  a  regular  matter  of  business — it  is,  in  fact,  the  very 
thing  for  which  the  cash  credit  has  been  granted.  The  fol- 
lowing advantages  have  been  ascribed  to  the  cash  credit 
system : 

1.  Cash  credits  enable  young  men  of  good  character  to 
acquire  wealth  and  respectability. 

"  I  have  known  many  instances  of  young  men  who  were 
starting  in  the  world  from  low  situations — of  servants, 
who  have  conducted  themselves  well  during  the  time  they 
were  apprentices — of  farm-servants  even,  who  were  able  to 
procure  an  account  from  a  bank  by  means  of  some  friends 
or  acquaintances  becoming  their  securities — that  in  the 
course  of  their  business  have  raised  themselves  by  becom- 
ing farmers  of  considerable  extent,  or  manufacturers  in  a 
way  highly  creditable  to  themselves  and  beneficial  to  their 
country.1 

"  Without  cash  credits,  sober,  attentive,  and  industrious 
people  would  not  have  the  means  at  all  of  following  up 
what  they  very  deservedly  might  be  encouraged  to  follow 
up.  They  begin  the  world,  in  all  probability,  with  a  mere 
trifle,  which  trifle  they  have  been  known  to  make  by  their 

1  This  and  the  following  quotations  are  taken  from  the  evidence 
given  by  the  witnesses  from  Scotland,  before  the  Committees  of 
Lords  and  Commons,  appointed  to  consider  the  expediency  of 
aholishinsjr  the  notes  under  £5  in  1826. 
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own  industry.  Having  made  that,  it  recommends  their 
character  to  persons  of,  perhaps,  a  little  more  fortune, 
who,  to  encourage  them,  become  sureties  for  their  cash 
accounts. 

"  The  classes  of  persons  who  have  cash  credits  are  very 
various;  but  they  are  generally  the  industrious  classes  of 
persons — merchants,  and  traders,  and  farmers. 

"  The  accommodation  is  more  readily  given  to  a  small 
than  to  a  large  amount— the  bank  preferring  to  grant  ten 
credits  for  J2100,  than  one  for  .£1,000,  thereby  demon- 
strating that  their  accounts  are  quite  as  much  for  the 
assistance  of  the  poor  as  for.  the  accommodation  of  the 
rich." 

2.  Cash  credits  furnish  great  facility  to  tradesmen  and 
others  in  carrying  on  their  business,  either  in  the  way  of 
raising  money,  in  making  purchases,  or  in  employing  at 
particular  seasons  their  surplus  capital. 

"  Is  the  advantage  to  the  party  borrowing  greater  under 
the  system  of  cash  credit  than  under  the  system  of  lending 
in  the  ordinary  mode? — Infinitely. 

"  Why? — As  to  the  question  of  actual  pounds,  shillings, 
or  pence,  paid  in  the  shape  of  interest,  there  is,  in  the 
first  place,  this  difference,  that  when  he  discounts  a  bill, 
he  pays  the  interest  on  the  sum  for  three  months,  if  that 
be  the  currency  of  it.  Should  any  accidental  mercantile 
transactions  throw  into  this  individual's  hands,  on  the 
next  day,  the  same  amount  which  he  had  received  thus 
from  the  banker,  he  has  lost  the  benefit  of  the  transaction, 
because  he  must  keep  this:  if  he  has  a  deposit  account 
with  the  banker  he  must  keep  it  at  banker's  interest,  while 
he  is  anticipated  by  having  paid  to  the  banker  three 
months'  discount  interest  on  his  bill.  If  a  trader  wore 
to  take  his  money  systematically  by  discounts  instead  of 
by  cash  accounts,  a  disadvantage  to  him  would  arise.    The 
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same  principle  applies  to  small  sums:  [f  half  or  a  quarter, 

Or  any  part  of  the  advance  which  he  may  have  received 
upon  tin*  cash  account  comes  into  him,  he  immediately 
lessens  the  advance  by  paying  it  into  the  bank,  and  the 
interest  being  calculated  at  the  close  of  the  account,  there 
is  a  progressive  account  of  interest  diminishing  with  the 
principal  sum  till  it  is  extinguished.  So  far  as  to  actual 
benefit  of  interest;  but  the  convenience  of  getting  money 
when  wauted  affords  a  very  material  advantage,  independ- 
ent of  the  actual  benefit. 

"  What  are  the  facilities  that  exist  in  obtaining  this 
sort  of  advantage,  compared  with  those  of  obtaining  an 
ordinary  loan? — When  a  person  applies  for  a  cash  account, 
which  is  not  an  immediate  advance  of  money  on  the  part 
of  the  bank,  but  a  conferring  of  the  power  or  privilege  of 
drawing  upon  the  bank  to  the  extent  specified,  the  person 
proposes  two  or  more  personal  securities:  a  bond  is  made 
out,  and  he  draws  as  occasion  requires.  In  this  way,  he 
has  never  more  from  the  bank  than  is  absolutely  neces- 
sary for  the  purposes  of  his  business.  The  account  is  never 
recalled,  unless  it  has  ceased  to  be  beneficial  to  the  bank, 
by  having  been  but  little  operated  upon,  and  thus  not 
having  promoted  the  circulation  of  the  bank's  notes. 
Whenever  it  becomes  a  dead  advance,  the  bank  calls  it 
up.  In  the  case  of  a  person  obtaining  a  loan,  he  would 
probably,  in  the  first  place,  have  to  pay  the  interest  down 
at  once;  he  would  have  to  pay  it  upon  the  whole  sum, 
whether  he  should  require  it  ultimately  or  not,  and  it 
would  be  liable  to  be  recalled  by  the  lender  at  his 
pleasure. 

"  The  person  who  procures  a  cash  credit,  does  so  upon 
the  security  of  two  or  three  substantial  individuals.  He 
may  be  a  man  of  little  property,  but  upon  that  security 
he  gets  a  credit,  perhaps,  of  J2500:  his  bill  to  anything 
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like  that  amount,  without  those  securities,  would  not  be 
discounted. 

"  After  the  permanent  credit  is  given,  the  option  of  using 
it  lies  solely  with  the  borrower,  not  with  the  bank,  as  does 
also  the  option  of  the  period  of  repayment.1 

"If  a  small  trader  borrow  of  an  individual  (not  a 
banker)  .£100,  that  individual  would  not  be  disposed  to 
receive  back  his  money  in  £5,  or  =£10,  or  £15 — he  would 
wait  till  the  term  expired,  when  he  would  receive  the 
whole.  When  a  credit  is  granted,  the  individual,  perhaps, 
draws  out  £50  to-day  and  pays  in  £40  to-morrow,  and 
goes  on  in  that  way,  always  having  credit  with  the  bank 
to  the  extent  originally  stipulated. 

"  The  repayment  as  well  as  the  overdraft  is  permitted 
by  the  bank  to  be  made  in  small  sums  piecemeal:  so  that 
by  attention  in  his  repayment,  the  borrower  saves  himself 
from  paying  interest  on  more  than  the  precise  advance  for 
which  he  has  occasion  at  the  moment,  and  can  constantly 
convert  to  a  safe  and  profitable  purpose  the  money  which 
he  may  receive  in  the  course  of  his  trade,  however  small 
the  amount. 

"  These  advantages  are  steadily  and  uniformly  afforded 
at  all  times  to  the  industrious  tradesman,  or  farmer,  the 
merchant,  the  professional  man,  and  the  landlord." 

3.  Cash  credits  supply  capital  for  carrying  on  extensive 
branches  of  trade,  employing  the  population,  and  con- 
structing public  works. 

"  Cash  credits  for  small  sums  enable  the  poor  to  be  as 
instrumental,  as  far  as  their  means  go,  in  increasing  the 

1  It  is  true  the  borrower  can  avail  himself  of  the  full  extent  of 
the  credit,  or  not,  as  be  pleases.  But  at  the  present  time,  at  least, 
it  is  not  correct  to  say  that  the  option  of  the  period  of  repayment 
lies  with  the  borrower,  as  every  bank  retains  the  power  of  calling 
up  the  credit  on  giving  three  or  six  months'  notice. 
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capital  of  the  country,  as  the  rich  are.  For  the  produce  of 
that  industry  which  cash  account  credits  enable  to  operate, 
and  of  that  capital  which  they  leave  at  liberty  to  be  em- 
ployed in  trade,  goes  to  increase  the  real  wealth  and  capital 
of  the  country;  and  a  great  proportion  of  the  transactions, 
carried  on  through  the  instrumentality  of  cash  accounts, 
consists  of  those  of  the  poorer  classes. 

"  I  apprehend  that  those  cash  credits  have  enabled  a 
large  number  of  manufacturers  to  carry  on  business,  and 
to  employ  the  population  of  the  country,  who,  if  they  had 
not  such  credits,  could  not  have  carried  on  such  business, 
nor  employed  such  population. 

11  Cash  credits  are  granted  to  almost  all  descriptions  of 
persons  throughout  the  country.  Every  young  man  who 
has  a  prospect  of  success  on  entering  life,  applies  for  a 
cash  credit.  A  great  many  gentlemen  have  cash  credits, 
and  a  great  many  farmers.  There  is  hardly  any  public- 
work  undertaken  in  Scotland  that  the  first  object  is  not 
to  apply  for  a  cash  credit,  to  carry  it  on  to  advantage. 
All  the  roads  in  Scotland  are  managed  by  Parliamentary 
trustees;  and  I  believe  there  is  hardly  any  one  of  those 
sets  of  trustees  which  have  not  cash  accounts  for  the 
purpose  of  carrying  on  their  operations.  I  am  sure  many 
of  the  most  important  public  works  in  Scotland  would 
not  have  been  carried  on,  or  certainly  not  with  the  same 
advantage,  but  for  the  credits  they  obtain  from  the 
banks." 

4.  Cash  credits  prevent  large  manufacturers  setting  up 
as  bankers,  and  thus  they  exclude  those  evils  which  in 
other  countries  have  resulted  from  the  failure  of  private 
banks. 

"  When  the  system  is  applied  to  the  case  of  large  manu- 
facturers, employing  hundreds  or  thousands  of  workmen, 
and  possessing  a  cash  credit  to  a  proportionate  amount, 

II.  o 
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"upon  sufficient  security,  one  obvious  effect  is,  that  the 
temptation  is  removed  from  the  manufacturer  of  attempt- 
ing to  issue  notes,  and  becoming  himself  a  banker — an 
error  or  temptation  which,  if  what  is  said  is  true,  has 
been  the  main  cause  of  the  institution  of  many  insufficient 
English  bankers,  whose  partners,  from  being  good  traders, 
became  bad  bankers,  and  brought  upon  their  own  district 
the  distress  which  bad  banking  sooner  or  later  always 
produces." 

5.  Cash  credits  have  a  considerable  moral  influence  upon 
the  habits  and  character  of  the  people. 

"  The  security  afforded  to  a  bank  by  its  debtor,  or  rather 
its  customer,  on  a  cash  credit,  is  by  bond,  with  two  sureties 
at  the  least;  occasionally  there  are  not  two  sureties,  but 
frequently  many  more;  the  practical  effect  of  which  is, 
that  the  sureties  do,  in  a  greater  or  less  degree,  keep  an 
attentive  eye  upon  the  future  transactions  and  character 
of  the  person  for  whom  they  have  thus  pledged  them- 
selves. And  it  is,  perhaps,  difficult  for  those  who  are  not 
intimately  acquainted  with  it  to  conceive  the  moral  check 
which  is  afforded  upon  the  conduct  of  the  members  of  a 
great  trading  community,  who  are  thus  directly  interested 
in  the  integrity,  prudence,  and  success  of  each  other.  It 
rarely,  indeed,  if  ever,  happens,  that  banks  suffer  loss  by 
small  cash  credits. 

"  This  system  has  a  great  effect  upon  the  moral  habits 
of  the  people,  because  those  who  are  securities  feel  an 
interest  in  watching  over  their  conduct;  and  if  they  find 
they  are  misconducting  themselves,  they  become  appre- 
hensive of  being  brought  into  risk  and  loss  from  having 
become  their  securities;  and  if  they  find  they  are  so  mis- 
conducting themselves,  they  withdraw  the  security. 

11  Sometimes  cash  credits  are  recalled  from  the  inter- 
ference of  the  securities.    They  have  the  power  of  know- 
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ing  from  the  bank  at  any  time  the  state  of  the  account, 
and  the  operations  upon  it;  and  if  from  that,  or  from 
other  circumstances,  they  have  been  led  to  think  less 
favourably  of  the  person  for  whom  they  gave  the  security, 
fchey  can  immediately  cease  to  allow  that  account  to  be 
further  operated  upon." 

The  Report  of  the  Committee  of  the  House  of  Lords 
contains  the  following  observations  upon  the  effects  of 
cash  credits: 

"  There  is  also  one  part  of  their  system  which  is  stated 
by  all  the  witnesses  (and  in  the  opinion  of  the  committee 
very  justly  stated)  to  have  had  the  best  effects  upon  the 
people  of  Scotland,  and  particularly  upon  the  middling 
and  poorer  classes  of  society  in  producing  and  encouraging 
habits  of  frugality  and  industry.  The  practice  referred  to 
is  that  of  cash  credits.  Any  person  who  applies  to  a  bank 
for  a  cash  credit,  is  called  upon  to  produce  two  or  more 
competent  securities,  who  are  jointly  bound;  and  after  a 
full  inquiry  into  the  character  of  the  applicant,  the  nature 
of  his  business,  and  the  sufficiency  of  his  securities,  he  is 
allowed  to  open  a  credit,  and  to  draw  upon  the  bank  for 
the  whole  of  its  amount,  or  for  such  part  as  his  daily 
transactions  may  require.  To  the  credit  of  this  account 
he  pays  in  such  sums  as  he  may  not  have  occasion  to  use, 
and  interest  is  charged  or  credited  upon  the  daily  balance 
as  the  case  may  be.  From  the  facility  which  these  cash 
credits  give  to  all  the  small  transactions  of  the  country, 
and  from  the  opportunities  which  they  afford  to  persons 
who  begin  business  with  little  or  no  capital  but  their 
character,  to  employ  profitably  the  minutest  products  of 
their  industry,  it  cannot  be  doubted  that  the  most  im- 
portant advantages  are  derived  by  the  whole  community." 

As  by  cash  credits  the  banks  render  themselves  liable 
to  be  called  upon  at  a  moment's  notice  for  the  amount  of 
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the  credit  granted,  it  is  natural  to  suppose  that  they  con- 
template some  advantage  in  return.  The  advantage  con- 
templated is  the  circulation  of  their  notes.  It  is  not  in- 
tended that  the  cash  credit  shall  be  a  dead  loan  of  capital. 
It  is  expected  that  there  shall  be  a  perpetual  paying  in 
and  drawing  out  of  money ;  and  the  smaller  the  denomina- 
tion of  the  notes  drawn  out,  the  more  advantageous  is  the 
account  to  the  bank.  Manufacturers  who  pay  away  large 
sums  every  week  in  wages,  linen  buyers  and  cattle  dealers, 
millers  and  provision  merchants,  who  make  their  purchases 
in  small  sums,  and  generally  all  those  who  have  quick 
returns  of  money  passing  through  their  hands,  have  the 
means  of  making  a  cash  credit  profitable  to  the  bank.  On 
this  subject  I  again  quote  the  evidence: 

"  To  secure  to  the  bank  the  advantages  of  circulation, 
which  is  to  make  it  worth  while  to  afford  these  facilities 
at  so  little  expense  to  a  customer,  he,  on  his  part,  is  to 
lose  no  opportunity  of  bringing  to  the  bank,  and  thus 
withdrawing  from  circulation,  the  notes  of  every  rival 
bank  which  comes  into  his  hands  in  the  course  of  his 
transactions;  or  of  paying  away,  and  thus  introducing 
into  circulation,  as  many  of  the  notes  of  the  bank  as  his 
transactions  admit  of,  always  £1  notes  if  possible.  The 
payments  and  receipts  must  be  frequent,  for  in  this  con- 
sists the  banker's  profit,  inasmuch  as  the  payments  are 
uniformly  made  by  him  in  his  own  notes,  and  the  receipts 
are  generally,  in  a  very  great  degree,  in  the  notes  of  other 
banks.  Thus,  supposing  a  shopkeeper  to  have  a  credit  for 
£50  or  J2100,  if  his  receipts  and  payments  average  £h  per 
day,  he  may,  in  six  months,  or  150  days,  have  placed  750 
of  his  banker's  £1  notes  in  circulation. 

"  It  is  quite  necessary,  in  order  to  render  a  cash  account 
beneficial,  that  there  should  be  repeated  and  continued 
operations  upon  it;   that  the  transactions  should  be  nu- 
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merous;  thai  there  should  be  a  continual  drawing  out  and 
paying  in  of  money;  and  that,  by  these  means,  a  circula- 
tion of  the  bank  notes  may  be  promoted;  otherwise  the 
account  is  withdrawn,  and  the  great  reason  of  this  is,  that 
these  accounts  are  not  intended  to  form  dead  loans,  but  to 
be  productive  of  circulation  to  the  bank. 

"The  explanation  of  the  cash  credit  system  is  this: — 
The  bank  who  first  opened  a  cash  credit  opened  it  with  an 
individual  shopkeeper.  He  received  payment  of  his  goods 
in  the  currency  of  the  country.  Previous  to  that  system, 
he  used  to  put  his  currency  into  his  drawer,  =£8  or  d£10,  or 
whatever  it  was.  If  people  brought  him  larger  money  to 
pay  for  his  goods,  he  returned  those  people  change;  or  if 
he  did  not,  he  kept  it  until  he  wanted  to  purchase  for  him- 
self. But  after  the  banker  had  explained  to  him  what  he 
wished  him  to  do,  when  the  shopkeeper  received  the  cur- 
rency of  the  country,  instead  of  putting  it  into  his  till,  he 
looked  to  the  banker's  shop  as  his  till,  and  handed  it  over 
to  the  banker,  and  left  his  own  till  with  only  the  change 
which  he  could  not  do  without.  Then,  when  he  required 
sums  to  pay  away,  instead  of  taking  them  from  his  till,  he 
sent  to  the  bank,  and  took  from  it  what  he  required,  the 
banker  giving  him  his  own  notes.  So  much  of  the  previous 
currency  was  thus  removed,  and  the  banker's  notes  taken 
in  its  place.  That  was  the  effect  of  the  first  operation, 
when  the  thing  was  only  in  so  simple  a  state  that  there 
was  only  the  notes  of  one  bank  and  a  metallic  circulation. 
If  you  apply  the  same  principle  where  there  are  thirty 
banks,  the  result  would  be  the  same.  The  amount  of  the 
circulation  of  the  country  continues  the  same,  but  the 
proportions  between  its  parts  vary." 

Deposits. — A  sum  of  money  deposited  or  placed  in  a 
bank  is  called  a  deposit.  Most  banks  grant  interest  on 
these  deposits,  but  some  do  not.    The  Scotch  banks  have 
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carried  this  practice  to  the  greatest  extent,  and  the  deposit 
system  forms  a  very  important  branch  of  the  banking 
system  in  Scotland. 

Those  regulations  which  the  banks  have  established  as 
the  rule  of  the  transactions  between  themselves  and  the 
depositors  are  the  following: 

The  depositor  may  place  in  the  bank  any  amount  of 
money  he  pleases  above  <£10. 

The  whole  or  any  part  of  the  deposit  may  be  withdrawn 
at  the  pleasure  of  the  depositor  without  previous  notice. 

Interest  is  allowed  on  the  deposit  from  the  day  it  is 
lodged  in  the  bank  until  the  day  it  is  drawn  out.  Pro- 
vided, that  is,  it  has  been  allowed  to  lie  a  month,  no 
interest  being  paid  upon  a  sum  deposited  for  a  shorter 
period. 

The  following  are  the  advantages  ascribed  to  the  deposit 
system : 

1.  The  system  of  deposits  is  advantageous  to  the  lower 
classes — in  providing  a  place  of  safety  for  their  deposits — 
in  granting  them  interest  on  their  savings — in  encouraging 
habits  of  frugality — and  thus  often  enabling  them  to  ad- 
vance in  society. 

"The  deposit  branch  divides  itself  into  two  parts: — 
There  is,  first,  what  is  called  a  running  account,  where  the 
party  pays  in  from  day  to  day  the  whole  surplus  funds  in 
his  hands,  and  on  which  he  receives  interest.  These  de- 
positors are,  in  general,  shopkeepers,  and  merchants,  and 
traders,  more  particularly  in  large  towns;  and  in  these 
deposit  accounts  there  is  found  at  their  credit,  at  the  close 
of  every  day,  the  whole  amount  of  the  money  for  which 
they  have  not  immediate  employment  in  their  trade.  The 
second  branch  of  deposits  consists  of  small  sums  placed  in 
the  hands  of  the  bank  at  interest,  which  have  been  in 
general  the  savings  of  their  industry,  and  which  are  put 
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into  the  hands  of  the  bank  to  accumulate,  and  on  which 
they  may  operate,  not  in  the  way  of  a  running  account. 
They  may  receive  a  partial  payment  whenever  they  please; 
but  iu  general  these  deposits  are  very  seldom  removed, 
excepting  when  an  individual  has  occasion  to  build  a 
house  or  begin  business.  This  class  of  deposits  is  distin- 
guished from  running  accounts  by  the  name  of  deposit 
receipts."  l 

11  What  class  of  the  community  is  it  that  makes  the 
smaller  deposits? — They  are  generally  the  labouring  classes 
in  towns  like  Glasgow.  In  country  places,  like  Perth  and 
Aberdeen,  it  is  from  servants  and  fishermen,  and  just  that 
class  of  the  community  who  save  from  their  earnings  in 
mere  trifles  small  sums  till  they  come  to  be  a  bank  deposit. 
There  is  now  a  facility  for  their  placing  money  in  the  pro- 
vident banks,  who  receive  money  till  the  deposit  amounts  to 
d£10.  When  it  amounts  to  <£10  it  is  equal  to  the  minimum 
of  a  bank  deposit.  The  system  of  banking  in  Scotland  is  just 
an  extension  of  the  provident  bank  system.  Half-yearly 
or  yearly  these  depositors  come  to  the  bank,  and  add  the 
savings  of  their  labour,  with  the  interest  that  has  accrued 
from  the  previous  half-year  or  year,  to  the  principal.  And 
in  this  way  it  goes  on,  without  being  at  all  reduced,  ac- 
cumulating, till  the  depositor  is  able  either  to  buy  or  build 
a  house,  when  it  comes  to  be  one,  two,  or  three  hundred 
pounds,  or  till  he  is  able  to  commence  business  as  a  master 
in  the  line  in  which  he  has  hitherto  been  a  servant.  A 
great  part  of  the  depositors  of  the  bank  are  of  that  descrip- 
tion ;  and  a  great  part  of  the  most  thriving  of  our  farmers 
and  manufacturers  have  arisen  from  such  beginnings. 
And  in  regard  to  the  deposit  receipts,  I  may  just  mention 
what  is  generally  the  way  in  which  they  are  granted.    To- 

1  Lords'  Report,  p.  74. 


200  THE   HISTORY,   PRINCIPLES,   AND 

day  a  person  from  the  country  appears  at  the  bank,  it  may 
be  with  <£20  or  £30  or  =£50.  We  probably  never  see  him 
again  till  that  day  twelvemonth,  but  we  are  sure  of  seeing 
him  about  that  very  day.  If  he  has  <£20  in  the  bank,  he 
may  come  and  say,  '  There  are  four  guineas;  you  will  give 
me  a  receipt  for  <£25.'  He  knows  well  that  the  <£20  has 
earned  16s.  interest.  He  goes  away  with  his  new  receipt, 
and  returns  on  that  day  twelvemonth;  then  again  it  is  added 
to,  and  thus  accumulated — and  so  in  many  instances 
throughout  the  country."  l 

2.  The  system  of  deposits  is  advantageous  to  capitalists 
in  furnishing  them  with  a  secure  mode  of  employment  of 
capital,  either  for  a  longer  or  a  shorter  period,  at  their 
pleasure. 

"What  class  of  persons  form  the  large  and  steady  de- 
positors in  the  Scotch  banks? — The  middling  and  the 
lower  order  of  society,  industrious  poor  people,  who  are 
saving  their  money,  and  small  capitalists  who  have  raised 
a  moderate  sum  of  money,  upon  the  interest  of  which  they 
live. 

"  Do  many  persons  live  upon  the  interest  of  their  de- 
posits, as  far  as  you  know? — Yes,  a  great  many."  2 

"  Do  you  know  whether  it  is  the  practice  of  persons  who 
have  small  capitals  in  Scotland,  to  invest  them  in  the 
public  securities  in  London,  or  to  deposit  them  with  the 
banks  in  Edinburgh? — I  believe,  almost  universally,  to 
deposit  them  with  a  Scotch  bank. 

"  And  they  live  upon  the  interest  of  what  they  so  de- 
posit, in  the  manner  as  persons  here  live  upon  their  interest 
on  stock? — Yes;  they  often  look  to  the  permanent  capital 
with  a  view  of  leaving  it  at  their  death,  taking  the  interest 
during  their  lives."  3 

1  Commons'  Report,  p.  159.  2  Lords'  Report,  p.  165. 

3  Commons'  Report,  p.  124. 
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"The  deposit  .accounts  are  of  two  kinds:  one  kind  from 
the  commercial  people,  who  have  large  sums  that  they 
wish  to  keep  in  a  disposable  form,  waiting  an  opportunity 
of  any  investment  which  may  occur.  Of  the  operating  de- 
posits, there  are  others  who  keep  the  money  until  a  favour- 
able turn  in  the  Stock  Exchange  enables  them  to  invest 
it  there.  And  there  are  others,  respectable  householders, 
who  keep  it  for  the  purposes  of  their  family  expenditure. 
I  reckon  that  these  and  the  sums  due  upon  them  average 
one-half  of  the  aggregate  amount  of  a  bank's  deposits."  * 

"  Have  you  formed  any  estimate  of  the  amount  of 
deposits  in  all  the  banks  in  Scotland? — I  certainly  have 
been  at  very  great  pains  to  get  information  upon  the 
subject;  and  I  am  satisfied  that  the  amount  is  considerably 
above  twenty  millions — I  should  say,  twenty-five  millions.2 

"  From  what  class  of  persons  are  those  deposits  chiefly? 
— Generally  from  industrious  tradesmen,  small  shop- 
keepers, varying  from  <£10  to  =£500.  The  greatest  number 
of  deposits,  and  the  greatest  in  their  aggregate  amount, 
are  in  small  sums.3 

"Are  there  not,  however,  deposits  from  richer  classes, 
and  each  of  them  to  a  much  larger  amount? — Certainly, 
there  are  deposits  from  ,£1,000  to  .£20,000  and  .£30,000."  * 

"  In  the  spring  of  1824,  the  banks  in  Scotland  began,  in 
some  instances,  to  decline  accepting  deposits  at  all.  In  the 
autumn  of  1824,  the  great  banks  made  an  express  rule  that 

1  Lords'  Report,  p.  183. 

2  The  amount  at  present  deposited  with  the  Scotch  banks,  in 
permanent  deposit  and  current  accounts,  is  upwards  of  one  hundred 
millions  (September,  1906). 

3  As  bearing  upon  this,  we  may  observe  that  during  the  liquida- 
tion of  the  City  of  Glasgow  Bank  it  was  found  that  45,000  depositors 
had  deposited  on  deposit  or  current  account  an  average  amount  of 
€30  each. 

1  Lords'  Report,  p.  231. 
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they  would  not  accept  more  than  d£5,000  from  any  one  de- 
positor. They  allowed  2^  per  cent,  on  the  first  <£3,000,  and 
2  per  cent,  upon  the  remainder  of  the  <£5,000,  and  above 
that  they  would  not  allow  any  interest.  That  was  the 
general  rule  with  the  great  banks  at  that  period.  There 
were  many  people  who  preferred  leaving  their  money, 
though  they  received  little  or  no  interest,  to  taking  it  away. 
That  commenced  in  1825."  l 

3.  The  system  of  deposits  is  advantageous  to  the  country 
— by  augmenting  the  amount  of  national  capital — by  in- 
creasing the  demand  for  labour — by  granting  facilities  to 
trade  and  commerce — and  by  removing  the  temptations  to 
engage  in  hazardous  speculations  and  foreign  investments. 

"  This  system  was  adopted  before  the  middle  of  the  last 
century.  The  rate  of  interest  allowed  since  then  has  been 
regulated  by  the  value  of  money,  and  has,  of  course, 
fluctuated  considerably;  but  it  has  ever  been  such  as  to 
afford  as  high  a  return  to  the  depositor  as  has  been  con- 
sistent with  the  reasonable  profit,  and  of  course  the  security 
of  the  bank.  The  effect  of  this  system  has  been  to  encourage 
and  to  afford  the  means  of  the  accumulation  of  capital 
among  the  lower,  as  well  as  the  higher  orders,  by  placing 
within  the  reach  of  all,  a  convenient,  safe,  and  moderately 
profitable  investment  of  money,  and  to  offer  an  inducement 
to  capitalists  to  retain  their  accumulations  in  Scotland, 
notwithstanding  the  opportunities  or  temptations  which 
foreign  investments  might  hold  out."  a 

"  The  system  of  deposit  accounts,  I  think,  is  a  very  great 
stimulus  to  the  habits  of  industry  and  economy  and  frugality 
in  Scotland.  The  whole  surplus  capital  of  the  individual  is 
thus  rendered  productive. 

"  Under  the  system  on  which  you  conduct  your  business, 

1  Lords'  Report,  i>.  158.  2  Ibid.,  p.  175. 
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is  not  the  money  arising  from  those  deposits  issued  out, 
to  encourage  the  farther  consumption  of  labour  in  the 
country? — Yes. 

"  It  would  be  a  loss,  then,  to  the  country,  if  it  was  to  be 
removed  from  the  channel  in  which  it  is  now  placed,  into 
this  country,  on  Government  debentures? — It  certainly 
would. 

"  Under  this  system,  does  not  the  poor  workman  gain 
immediate  interest  for  his  saving,  whilst  the  saving  is  im- 
mediately employed  through  the  bank  in  putting  a  farther 
portion  of  labour  into  motion? — Precisely  so.  It  is  in  this 
way  that  the  wealth  of  those  individuals  is  concentrated, 
and  through  the  agency  of  the  bank  is  brought  to  bear  in 
carrying  on  the  business  of  the  country."  l 

"  Is  there  not  an  advantage  to  the  public  from  the 
gathering  of  those  small  capitals  together,  forming  part 
of  the  deposits  of  the  bank,  and  so  being  sent  out  again 
in  large  sums,  like  other  capitals,  for  the  purpose  of  being 
applied  to  increase  the  powers  of  productive  industry? — 
The  Scotch  banks  form  a  sort  of  reservoir  for  receiving  the 
small  sums  of  capital  scattered  throughout  the  community, 
and  then  sending  them  forth  into  channels  of  trade,  so  as 
to  promote  the  commerce,  manufactures,  and  agriculture 
of  the  country." 2 

"  Are  you  of  opinion,  that  if  the  deposits  with  the  banks 
of  Scotland  were  considerably  lessened,  the  banks  could 
afford  the  same  accommodation  by  discounts  which  they  do 
at  present? — I  should  think  that  is  impossible,  because  it 
forms  part  of  their  capital.  It  would  diminish  the  capital 
which  is  at  present  employed  in  that  business,  of  which 
discounting  forms  a  great  part. 

"Would  not  any  such  diminution  of  discount  operate 

1  Lords'  Report,  p.  283.  2  Commons'  Report,  p.  203. 
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injuriously  to  the  general  trade  of  the  country? — The 
want  of  those  discounts  must  diminish  the  trade  of  the 
country,  inasmuch  as  the  manufacturer  or  merchant  re- 
ceives his  money  at  least  three  months  sooner  by  dis- 
counting his  bills,  than  he  could  possibly  get  payment  of 
his  account."  l 

"  The  system  of  deposits  forms  a  great  part  of  the  funds 
arising  from  our  banking  system.  It  is  a  great  deposit  of 
money  which  is  given  out  to  the  trade  of  the  country,  for 
the  profit  of  one  per  cent.,  for  which  the  bank  runs  the  risk 
of  its  business.  If  that  great  deposit  were  withdrawn,  and 
could  not  be  issued  with  the  same  degree  of  safety,  I  con- 
ceive the  consequences  would  be  a  total  derangement  of  the 
whole  system,  and  ruin  of  our  country."  2 

"  If  the  banks  are  under  the  necessity  of  reducing  the 
interest  on  deposit  accounts,  the  depositors  must  look  about 
them  and  find  out  on  what  security  they  can  lend  their 
money  so  as  to  obtain  a  higher  rate  of  interest.  It  would 
certainly  diminish  the  capital  of  the  trading  part  of  Scot- 
land, inasmuch  as  the  banks  would  not  have  it  in  their 
power  to  assist  them  in  trading  by  discounting;  but  it 
might  be  lent  on  Government  securities  or  landed  property, 
and  the  temptation  of  a  higher  interest  from  individuals 
would,  undoubtedly,  be  a  temptation  to  many — and  a 
temptation  that  could  scarcely  be  resisted  by  those  whose 
income  depends  entirely  upon  the  interest  of  that  lent 
money — to  lend  it  on  personal  and  doubtful  security. 

"  When  the  banks  reduced  their  interest  some  time  ago, 
a  great  part  of  the  deposits  was  drawn  out,  to  be  invested 
in  various  different  ways.  And  as  the  depositors  did  not 
get  from  the  banks  the  interest  on  which  they  were  de- 
pending, and  did  not  choose  to  take  a  less  interest,  many 

1  Lords'  Keport,  p.  266.  -  Ibid.,  p.  235. 
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of  them  went  into  schemes,  which  have  turned  out  verv 
ruinous  to  them.  It  has  been  one  great  cause  of  over- 
speculation,  that  the  people  did  not  get  the  interest  they 
had  been  accustomed  to  from  the  banks.  They,  therefore, 
drew  it  out  to  invest  it  in  joint-stock  companies,  lent  it  to 
builders,  or  other  inferior  securities,  or  became  builders 
themselves."  ' 

4.  The  system  of  deposits  is  advantageous  to  the  banks 
— by  inducing  every  person  to  deposit  his  money  in  a  bank 
— by  furnishing  the  banks  with  capital  to  carry  on  their 
business — and  by  putting  in  circulation  a  large  amount  of 
their  notes. 

"  The  universal  practice  at  Glasgow  is,  to  pay  into  the 
bank  with  which  the  individual  transacts  his  business,  the 
whole  of  the  notes  he  has  in  his  possession,  or  nearly  the 
whole,  every  day."  2 

"  Unquestionably,  the  giving  of  interest  upon  deposits 
is  an  inducement  to  every  person  that  has  any  surplus 
money  in  his  hands,  to  place  it  in  the  hands  of  his  banker. 
And  in  the  same  way  in  the  case  of  cash  accounts,  every 
payment  by  the  holder  of  a  cash  account  into  the  bank, 
either  diminishes  the  interest  he  has  to  pay  to  the  bank, 
or  if  the  account  should  turn  in  his  favour,  enables  him  to 
get  interest  from  the  bank,  and  that  is  a  great  inducement 
for  every  person  to  pay  in  daily  into  his  banker's  hands 
all  the  money  which  he  does  not  require  for  the  purposes 
of  his  business."3 

"  The  means  of  a  bank  I  conceive  to  consist  of  three 
things — first,  capital  paid  in  its  own  stock — secondly,  the 
notes  which  the  bank  is  able  to  keep  afloat  in  the  circle — 
thirdly,  the  amount  of  the  deposits."4 

"  And  if  the  amount  of  deposits  were  lessened,  in  that 

1  Lords'  Report,  p.  250.  2  Commons'  Report,  p.  50. 

3  Ibid.,  p.  201.  4  Lords'  Report,  p.  195. 
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case  their  means  of  issuing  money  upon  discount  would  be 
proportionality  lessened? — Yes."1 

"  Every  bank  constituted  as  the  banks  of  Scotland  are, 
makes  advances  in  two  ways. — They  make  them  upon  cash 
credits,  and  they  make  them  upon  the  discount  of  bills. 
They  also  borrow  in  two  ways. — They  borrow  upon  deposit 
receipts,  and  they  borrow  also  upon  accounts  current. 
That  is,  if  a  gentleman  opens  an  account,  and  puts  <£100 
to  his  credit,  and  operates  upon  it,  drawing  out  a  part  of 
it,  leaving  a  balance  in  the  hands  of  the  bank,  then  there 
is  a  borrowing  to  the  extent  of  the  balance  that  is  so  left. 
Those  accounts  we  do  not  allow  to  be  overdrawn,  so  that 
the  advance  is  in  two  ways,  and  the  borrowing  in  two  ways 
— that  is,  in  two  different  forms."2 

"  In  the  case  of  small  depositors,  a  considerable  part  of 
the  profit  arising  from  the  deposit  of  that  money  is  the 
circulation  of  the  notes.  When  a  depositor  withdraws  his 
money  from  the  bank  he  receives  it  in  the  notes  of  the 
bank,  and,  of  course,  they  go  into  circulation.  As  long  as 
they  remain  out  they  are  a  source  of  profit."3 

"The  banks  issue  their  notes  two  ways;  they  make 
advances  upon  cash  accounts,  and  they  make  advances 
upon  discounts.  They  also  issue  their  notes  in  payments 
upon  accounts  current,  and  also  in  the  repayment  of 
deposit  receipts."4 

"  The  deposit  and  cash  accounts  are  the  instruments  for 
supporting  our  circulation,  and  without  the  continued 
operations  upon  the  deposits  and  cash  accounts  our  circu- 
lation cannot  be  maintained."  ' 

1  Commons'  Report,  }>.  150. 

2  Ibid.,  p.  180.  3  Ibid.,  p.  45. 

*  Lords'  Report,  p.  236.  B  Ibid.,  p.  135. 
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Rules  to  be  observed  at  the  Exchanges  of  Notes  and  General 
Settlements  of  Balances  between  the  Banks  in  Edinburgh. 

I.  There  shall  be  exchanges  of  notes,  and  general  settle- 
ments of  these  exchanges,  and  of  the  Clearing-House,  as 
follows: 


Exchange  of 
Notes. 

General  Settlement  of  Exchanges  and  Clearing. 

To  include 

On 

Notes. 

Clearings. 

Daily,  except 

Monday    at 

The     Notes      of 

Friday,  Satur- 

Monday, at 

2  P.M. 

Thursday       and 

day,      and 

10  a.m. 

Friday,  and  the 
large    Notes     of 
Saturday ;     also 
the  Glasgow  and 
Country      Ex- 
changes of  Satur- 
day. 

Monday. 

Also  on  Satur- 

day,    at     1 

P.  M. ,      for 

large  Notes 
only. 

Thursday  at 

The    Small    Notes 

Tuesday,  Wed- 

2 P.M. 

of  Saturday,  the 

nesday,  and 

Notes    of    Mon- 

Thursday. 

day,      Tuesday, 

and  Wednesday ; 

also  the  Country 

Exchanges    of 

Wednesday,  and 

the  Leith  Settle- 

ments of  Thurs- 

day morning. 

The  general  settlements  shall  be  made  by  the  clearing 
clerks. 

II.  When  Monday  is  a  holiday,  the  general  settlement 
shall  be  made  on  Tuesday,  but  there  shall  be  no  exchange 
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of  notes  on  that  day;  when  Thursday  is  a  holiday,  the 
general  settlement  shall  be  made  on  Friday;  when  Satur- 
day is  a  holiday,  there  shall  be  an  exchange  on  Friday 

afternoon. 

When  the  Term  Day  falls  on  a  Saturday,  the  exchange 
shall  meet  in  the  afternoon,  at  such  hour  as  may  be  agreed 

upon. 

III.  The  clerks  shall  be  in  attendance  punctually  at  the 
hours'  stated,  fifteen  minutes  after  which  the  doors  are  to 
be  closed,  and  the  notes  in  the  hands  of  the  banks  not 
represented  excluded  until  next  exchange.  Such  banks 
shall,  however,  retire  in  accordance  with  Eule  VII,  the  notes 
brought  into  the  exchange  against  them  by  other  banks. 

IV.  Each  bank  shall  be  represented  by  at  least  two 
clerks  On  arriving  at  the  Exchange  Boom,  one  of  the 
clerks  shall  deliver  the  notes,  and  the  other  clerk  shall  re- 
main in  the  box  to  receive  the  notes  from  the  other  banks. 
Unless  there  is  a  clerk  to  receive  them,  on  no  account  shall 
any  notes  be  passed  through  the  wickets.  No  one  shall 
enter  the  box  of  another  bank,-the  door  must  be  kept 

locked.  .  , 

V  The  clerks  from  each  bank  shall  all  remain  in  the 
Exchange  Eoom  until  the  whole  of  the  notes  received  by 
them  ha"ve  been  counted,  and  at  least  one  clerk  from  each 
bank  shall  remain  until  the  whole  of  the  notes  delivered 
by  that  bank  have  been  counted.  The  notes  received  from 
any  one  bank  shall  not  be  mixed  with  those  received  from 
the  other  banks,  until  they  have  been  found  to  agree  with 
the  specification  received  along  with  them.  In  case  of  a 
dispute  arising  on  any  occasion  as  to  the  amount  contained 
in  any  parcel  of  notes,  received  or  delivered  by  a  bank 
which  has  infringed  the  rules  in  this  clause,  such  bank 
shall,  in  the  absence  of  conclusive  evidence  m  its  favour, 
be  held  to  be  in  the  wrong. 
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To  prevent  any  undue  delay  in  counting  the  notes,  each 
of  the  banks  shall  provide  a  competent  staff  for  that  pur- 
pose, to  the  satisfaction  of  the  settling  bank  of  the  day. 

VI.  The  settlements  shall  be  undertaken  each  alternate 
month  by  the  Bank  of  Scotland,  and  by  the*  Royal  Bank 
of  Scotland;  but  neither  bank  shall  be  held  to  incur  any 
responsibility  in  respect  of  these  transactions. 

On  Monday  and  Thursday,  the  balances  shall  be  included 
in  the  general  settlement  of  the  exchange  and  clearing. 
On  Tuesday,  Wednesday,  Friday,  and  Saturday  morning, 
unless  when  a  general  settlement  falls  on  any  of  these 
days,  the  exchange  balances  shall  be  combined  with  the 
general  balance  of  the  clearing  of  the  same  day.  On 
Saturday  afternoon  the  settling  bank  shall  grant  and 
receive  vouchers  for  the  balances,  which  shall  be  carried 
into  the  next  day's  clearing,  and  shall  bear  interest  at  the 
current  deposit  receipt  rate. 

VII.  When  the  balances  of  the  general  settlement  have 
been  struck,  the  settling  clerk  of  the  day  shall  at  once 
enter  the  particulars  in  a  record  provided  for  that  purpose, 
and  the  banks  who  are  debtors  in  the  settlement  shall,  on 
the  same  day,  before  the  close  of  business,  send  to  the 
banks  who  are  creditors,  letters  intimating  that  in  four 
days  thereafter  the  respective  amounts  due  will  be  trans- 
ferred to  their  credit  in  London.  The  debtor  banks  shall, 
on  the  settling  day,  include  in  the  settlement  letters  four 
days'  interest  on  the  amounts,  at  the  current  deposit  receipt 
rate. 

In  the  event  of  the  fourth  day  after  the  settling  dav 
being  a  Bank  Holiday  in  London,  the  payment  of  the 
balances  shall  be  postponed  until  the  first  business  dav 
thereafter,  and  additional  interest  shall  be  paid  for  the  day 
or  days  so  added. 

VIII.  In  the  event  of  the  amount  of  any  transfer  by 
ii.  p 
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advice  not  being  duly  paid  in  London,  without  prompt  and 
satisfactory  explanation  of  the  cause,  the  bank  issuing  such 
intimation  of  transfer  shall  be  immediately  excluded  from 
the  Exchange  Eoom  and  Clearing-House. 

IX.  When  exchanges  are  established  in  provincial  towns, 
the  exchangeable  notes  received  at  the  agencies  must  be 
exchanged  there ;  and  must  under  no  pretext  be  forwarded 
to  meet  the  exchanges  in  Edinburgh,  or  at  the  other 
agencies. 

X.  It  is  further  understood  and  agreed,  in  consideration 
of  the  circulation  of  each  bank  (other  than  what  may  be 
issued  against  gold  and  silver  coin),  being  fixed  and 
limited  by  the  Act  8  and  9  Vict.,  cap.  38,  that  the  banks 
shall  bring  to  the  Exchange  Eoom  regularly,  at  their  head 
offices  and  agencies,  all  the  exchangeable  notes  which  they 
receive;  and  that  under  no  circumstances  shall  any  of  the 
subscribing  banks  issue  the  notes  of  another  bank  of 
issue  in  Scotland,  without  permission  first  asked  and 
obtained. 

XI.  The  record  of  the  general  settlements  shall  be  open 
for  the  inspection  of  any  of  the  subscribing  banks  at  such 
times  as  may  be  convenient. 

XII.  Any  of  the  parties  to  this  agreement  shall  be 
entitled  to  withdraw  from  it  on  giving  three  months' 
notice. 

Rules  of  the  Edinburgh  Clearing-House. 

I.  The  Clearing-House  shall  be  opened  on  every  business 
day,  except  Saturdays  and  local  holidays,  at  1  p.m. ;  on 
Saturdays  it  shall  be  opened  at  11  a.m.;  and  on  local  holi- 
days it  shall  be  opened  at  10  a.m.  The  Clearing-House 
shall  be  closed  fifteen  minutes  after  the  hour  of  opening. 
There  shall  be  additional  clearings  at  the  terms  of  Whit- 
sunday and  Martinmas,  as  may  be  arranged  by  the  banks. 
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II.  Each  bank  shall  be  represented  at  the  Clearing- 
House  by  a  competent  clerk,  who  shall  deliver  and  receive 
the  documents  referable  to  his  bank.  He  shall  be  furnished 
with  a  set  of  books  for  the  various  banks,  in  which  the 
documents  delivered  by  him  shall  be  entered,  summed, 
and  tested  before  he  goes  to  the  Clearing-House,  and  he 
shall  hand  to  each  of  the  other  banks  a  duplicate  list  along 
with  the  documents  delivered.  He  shall  also  be  furnished 
with  a  book  in  which  he  shall  strike  the  balances,  and  he 
shall  not  leave  the  Clearing-House  until  the  general 
balance  has  been  completed. 

III.  Demand  documents  payable  at  the  banks  in  Edin- 
burgh, bills  domiciled  with  the  chief  offices  of  the  banks  in 
Edinburgh,  and  documents  payable  elsewhere  in  Scotland 
where  the  clearing  bank  has  not  a  branch  or  correspondent, 
may  be  passed  through  the  Clearing-House. 

IV.  It  shall  be  in  the  option  of  each  bank  to  send,  by 
post  to  the  places  where  they  are  payable,  or,  in  the  case 
of  Edinburgh  offices,  by  post  or  messenger,  direct  to  the 
offices  where  they  are  payable,  such  documents  as  are 
clearable  under  .Rule  III,  and  to  obtain  payment  therefor 
by  means  of  debit  vouchers  to  be  cleared  in  their  place. 
Such  documents  may,  except  on  local  holidays,  be  delivered 
by  messenger  between  chief  offices  in  closed  packets, 
accompanied  by  a  list  of  the  enclosures,  not  later  than 
10  a.m  on  ordinary  days,  and  9.30  a.m.  on  Saturdays. 
When  documents  are  presented  by  a  messenger,  otherwise 
than  in  a  closed  packet,  a  debit  voucher  therefor  shall  at 
the  same  time  be  presented,  which,  if  the  documents  are 
duly  honoured,  shall  be  signed  by  the  receiving  bank,  and 
returned  by  the  messenger. 

V.  Each  document  shall  be  sufficiently  discharged  before 
being  cleared  or  remitted,  and  shall  distinctly  bear  the 
name   of   the   bank  and   office   from   which  it   proceeds. 
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Documents  passed  through  the  Clearing-House  shall  also 
bear  a  Clearing-House  stamp,  with  the  name  of  the  clear- 
ing bank  and  the  date  of  clearing. 

The  banks  agree  to  dispense  with  the  discharge  of 
exchange  vouchers  passed  through  the  Clearing-House. 

VI.  Documents  payable  at  branches  within  the  munici- 
pal boundary  of  the  city,  passed  through  the  Clearing- 
House,  shall  be  presented  on  the  day  of  clearing.  Demand 
documents  payable  at  country  branches  shall  be  forwarded 
on  the  day  of  clearing. 

VII.  Documents  payable  at  a  chief  office,  which  have 
been  passed  through  the  Clearing-House,  and  are  not  duly 
honoured,  shall  be  returned  on  the  day  of  clearing  by 
messenger  to  the  office  by  which  they  were  cleared,  not 
later  than  3  p.m.  on  days  other  than  Saturdays  and  local 
holidays,  12.30  p.m.  on  Saturdays,  and  11.15  a.m.  on  local 
holidays.  Documents  delivered  at  a  chief  office  in  closed 
packets  under  Rule  IV,  shall  be  returned,  if  dishonoured, 
not  later  than  through  the  first  clearing  thereafter. 

Cheques  payable  at  a  branch  and  not  duly  honoured, 
shall  be  returned  by  first  post  after  dishonour,  or  by  other 
means  involving  no  greater  delay,  direct  to  the  offices  at 
which  they  were  cashed.  Bills  and  cash  orders  unpaid 
shall  also  be  returned  direct.  Documents  cleared  or 
remitted  by  the  banks  on  account  of  their  correspondents 
shall  be  returned  direct,  whether  slips  so  instructing  are 
attached  to  them  or  not. 

All  documents  returned  unpaid  shall  have  an  answer 
appended,  stating  the  cause  of  dishonour,  and  repayment 
shall  be  effected  by  means  of  debit  vouchers  to  be  passed 
through  the  Clearing-House. 

VIII.  The  Bank  of  Scotland  and  the  Royal  Bank  of 
Scotland  agree  to  undertake  the  settlement  of  the  clearings 
for  each  alternate  month.     On  Mondays  and  Thursdays 


PRACTICE   OF   BANKING.  213 

thf  balances  shall  be  included  in  the  general  settlement  of 
the  exchange  and  clearing;  on  other  days  the  settling 
bank  shall  receive  from  those  banks  which  are  debtors  on 
the  clearing  settlement  (with  which  shall  be  included  the 
balance  of  the  exchange),  and  shall  give  to  those  which 
are  creditors,  exchange  vouchers  for  the  respective  balances 
within  one  hour  after  the  striking  of  the  clearing  balances. 
These  vouchers  shall  be  brought  into  the  next  clearing,  and 
shall  bear  interest  from  the  date  of  issue  till  the  date  of 
that  clearing,  at  the  deposit  receipt  rate  current  on  the  day 
of  settlement,  the  interest  being  included  in  the  voucher 
given  for  the  balance. 

The  rules  for  conducting  the  general  settlement  of  the 
exchange  and  clearing  are  laid  down  separately. 

Neither  the  Bank  of  Scotland  nor  the  Eoyal  Bank  of 
Scotland  shall  incur  any  responsibility  whatever  in  respect 
of  these  transactions. 

IX.  All  expenses  connected  with  the  Clearing-House 
shall  be  borne  by  the  banks  in  equal  proportions,  and  shall 
be  paid  by  them  half-yearly. 

The  following  are  the  banks  which  are  members  of  the 
Edinburgh  Clearing-House: 

t 

The  Bank  of  Scotland, 

The  Koyal  Bank  of  Scotland, 

The  British  Linen  Bank, 

The  Commercial  Bank  of  Scotland,  Limited, 

The  National  Bank  of  Scotland,  Limited, 

The  Union  Bank  of  Scotland,  Limited, 

The  Clydesdale  Bank,  Limited. 
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SECTION  XXXI. 

THE  IRISH  BANKS. 

HE  last  Act  of  Parliament  for  regulating  banks  in 
Ireland  is  the  8  &  9  Vict.,  cap.  37,  passed  in  the  year 
1845. 

This  Act  recites  that  by  the  Act  21  &  22  Geo.  Ill  an 
Act  was  passed  for  establishing  a  bank  by  the  name  of 
the  Governor  and  Company  of  the  Bank  of  Ireland;  and 
which  prohibited  any  other  company  consisting  of  more 
than  six  persons  to  issue  notes  payable  on  demand  or 
within  any  time  less  than  sixth  months.  That  by  the  Act  1 
and  2  Geo.  IV,  cap.  72,  other  companies  consisting  of  more 
than  six  partners  might  issue  notes  payable  on  demand,  at 
a  greater  distance  than  fifty  miles  (Irish)  from  Dublin. 
And  that  by  6  Geo.  IV,  cap.  42,  and  1  Wm.  IV,  cap.  32, 
such  co-partnerships  of  bankers  might  transact  certain 
matters  of  business  by  agents  in  Dublin,  including  the 
payment  though  not  the  issue  of  notes. 

The  Act  farther  recites  that  the  Bank  of  Ireland  had 
at  various  times  advanced  for  the  public  service  the  several 
sums  or  £600,000,  £500,000,  and  £1,250,000,  late  Irish 
currency;  and  that  by  the  48  Geo.  Ill,  cap.  103,  the  charter 
of  the  Bank  of  Ireland  was  extended  to  the  1st  day  of 
January,  1837 — upon  twelve  months'  notice  to  be  pub- 
lished in  the  "  Dublin  Gazette,"  and  after  the  repayment 
of  the  above-mentioned  sums.  And  that  by  the  Act  1  and 
2  Geo.  IV,  cap.  72,  the  Bank  of  Ireland  had  agreed  to  ad- 
vance a  further  sum  of  £500,000,  and  the  Bank  was  em- 
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powered  to  enlarge  its  capital  to  .£3,000,000;  making  the 
total  advances  £2,850,000,  late  Irish  currency,  equal  to 
82,630,769  4s.  8s.  sterling  money  of  the  United  King- 
dom of  Great  Britain  and  Ireland;  on  which  by  the  Act  3 
and  4  Vict.,  cap.  75,  the  bank  received  an  annuity  from  the 
Government  of  £115,384  12s.  4d.  sterling,  payable  on  the 
5th  of  January  and  5th  of  July  in  each  year,  redeemable 
upon  six  months'  notice,  to  be  given  after  January  1st, 
1841,  and  after  payment  of  the  above-mentioned  sums. 

The  Act  farther  recites  that  the  above  annuity  of 
£115,384  12s.  4cZ.  has,  with  the  consent  of  the  said 
governor  and  company,  been  reduced  to  £92,076  18s.  5d., 
being  at  the  rate  of  3|  per  cent,  per  annum  on  the  capital 
sum  of  £2,630,769  4s.  8d.,  which  capital  sum  shall  not  be 
repaid  until  the  expiration  of  six  months'  notice,  to  be 
given  after  January  1st,  1855;  and  that,  during  such 
term,  the  said  governor  and  company  shall  manage  the 
public  debt  free  of  all  charge.  The  company  is  to  continue 
a  corporation,  for  the  purpose  of  carrying  on  the  business 
of  banking,  but  not  to  have  any  exclusive  privileges.  The 
charter  to  continue  until  the  expiration  of  twelve  months' 
notice  to  be  given  and  published  in  the  "  Dublin  Gazette," 
after  January  1st,  1855,  and  upon  repayment  of  the  sums 
due  from  the  Government  to  the  bank. 

The  Act  removes,  from  the  6th  day  of  December,  1845, 
all  restrictions  upon  banks  having  more  than  six  partners 
issuing  notes  and  carrying  on  business  in  Dublin  and 
within  fifty  miles  thereof.  But  no  banker  shall  issue  any 
larger  amount  of  notes  than  the  average  amount  he  had 
in  circulation  during  the  year  ending  the  1st  day  of  May, 
1845  (which  amount  shall  be  certified  by  the  Commis- 
sioners of  Stamps),  and  the  amount  of  gold  and  silver  coin 
he  may  have  in  his  hands,  in  the  proportion  of  not  more 
than  one-fourth  of  silver  to  that  of  gold. 
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In  case  two  banks  should  unite,  the  new  bank  to  have 
the  power  to  issue  to  the  amount  of  both  the  united  banks. 
Any  bank  may  arrange  with  the  Bank  of  Ireland  to  give 
up  its  issue,  and  in  that  case  the  Bank  of  Ireland  may 
increase  its  issue  to  that  amount.  But  the  bank  that  thus 
contracts  shall  not  afterwards  resume  its  issue.  All  notes 
for  a  fractional  part  of  a  pound  are  prohibited.  Each  bank 
issuing  notes  is  required  to  send  to  the  Stamp  Office 
weekly  returns,  stating  the  amount  of  notes  in  circulation 
on  each  Saturday,  distinguishing  those  below  <£b;  and 
also  the  amount  of  gold  and  silver  coin  held  at  each  of  the 
head  offices  or  four  principal  places  of  issue  in  Ireland. 
And  from  these  returns  the  Commissioners  of  Stamps  and 
Taxes  shall  make  a  monthly  return,  which  shall  be  pub- 
lished in  the  "  Dublin  Gazette."  This  monthly  average 
must  not  exceed  the  amount  certified  by  the  commissioners 
and  the  amount  of  gold  and  silver  on  hand. 

All  banks  are  required  to  send  a  list  of  their  share- 
holders to  the  Stamp  Office  every  year  between  the  1st 
and  the  15th  of  January,  to  be  published  in  the  "  Dublin 
Gazette  "  before  the  1st  day  of  the  succeeding  March. 
All  banks,  whether  they  issue  notes  or  not,  are  entitled 
to  sue  and  be  sued  in  the  name  of  their  public  registered 
officer. 

Upon  the  Act  of  1845,  for  the  regulation  of  banks  in 
Ireland,  we  may  observe: 

1.  The  authorized  issue  is,  like  that  of  the  banks  of 
Scotland,  the  average  amount  of  the  year  ending  on  the 
1st  day  of  May,  1845. 

2.  If  any  two  banks  unite,  the  new  bank  may  issue  to 
the  amount  of  the  circulation  of  both  the  united  banks. 
Here  the  law  is  the  same  as  that  of  Scotland,  but  different 
from  that  of  England. 

3.  If  any  bank  gives  up  its  issue,  and  agrees  to  issue 
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Bank  of  Ireland  notes,  the  Bank  of  Ireland  may  incr<;i^«' 
her  authorized  issue  to  the  full  amount  of  the  issue  of  the 
bank  whose  notes  are  withdrawn.  In  England,  the  Bank 
of  England  can,  in  a  similar  case,  issue  only  to  the  extent 
of  two-thirds  of  the  issue  of  the  bank  whose  notes  are 
withdrawn,  There  is  no  similar  provision  in  the  Act  re- 
ferring to  Scotland. 

4.  Another  difference  may  be  noticed  between  Ireland 
and  Scotland.  All  the  notes  issued  at  the  branch  banks 
in  Scotland  are  payable  only  at  the  head  office  of  the  bank 
that  issued  them.  In  Ireland,  by  the  Act  9  Geo.  IV,  cap. 
81,  all  notes  must  bear  to  be  payable  at  the  place  or  places 
where  they  have  been  issued  or  reissued.  Hence  the 
banks  in  Ireland  must  keep  some  gold  at  every  branch, 
while  the  banks  in  Scotland  need  not  have  any  gold  except 
at  the  head  office.  In  both  countries,  the  banks  must 
hold  a  stock  of  gold  equal  to  the  amount  of  notes  in  cir- 
culation beyond  the  authorized  issue;  and,  according  to 
the  Act,  this  gold  must  be  at  the  head  office,  or  chief 
places  of  issue.  The  gold  held  at  the  branches,  however 
necessary  for  business  purposes,  is  not  taken  into  account 
in  the  returns  to  the  Stamp  Office.  The  banks,  indeed, 
return  the  whole  amount  of  the  gold  in  their  possession; 
and  it  is  this  which  is  published  in  the  newspapers.  But 
the  amount  held  against  the  excess  of  authorized  issue 
must  be  held  at  the  chief  office,  or  at  four  chief  places  of 
issue.  In  the  Provincial  Bank  of  Ireland  these  places  are 
Cork,  Limerick,  Dublin,  and  Belfast. 

The  Bank  of  Ireland  is  a  chartered  bank,  like  the  Bank 
of  England.  It  is  the  Government  bank.  It  issues  notes 
and  has  branches  in  the  i^rincipal  towns  throughout  Ire- 
land.    It  has  now  no  exclusive  privileges. 

In  tracing  the  history  of  banking,  we  may  observe  that 
most  public  banks  have  been  formed,  in  the  first  instance, 
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under  the  protection  of  the  Government  of  the  State  in 
which  they  were  established.  Such  was  the  case  with  the 
Banks  of  Venice,  Genoa,  and  Amsterdam;  and  such,  too, 
was  the  case  with  the  Banks  of  England,  of  Scotland,  and 
of  Ireland.  The  former  were  closely  connected  with  the 
State,  and  may  properly  be  called  "State  Banks";  the 
latter  had  peculiar  privileges  bestowed  by  charter,  and 
are  usually  called  "  Chartered  Banks."  These  privileges 
may  be  divided  into  two  classes,  those  which  refer  to  the 
proprietors  themselves,  and  those  which  refer  to  other 
parties.  The  privileges  of  the  first  class  relate  to  the 
amount  of  capital,  the  form  of  government,  the  number 
of  directors,  and  the  mode  of  their  nomination,  the  meet- 
ing of  the  proprietors,  and  the  specification  of  the  branches 
of  business  the  banks  are  allowed  to  carry  on.  The  privi- 
leges of  the  second  class  refer  to  the  restricted  liability 
of  the  shareholders,  and  the  prohibition  of  other  parties 
carrying  on  the  same  business. 

If  the  charters  granted  to  banking  companies  conferred 
only  the  first  class  of  privileges,  they  would  be  liable  to 
but  little  objection.  In  the  infancy  of  commerce  and  of 
banking,  the  assistance  of  the  Government  may  with  pro- 
priety be  granted  to  encourage  the  formation  of  institu- 
tions so  eminently  calculated  to  promote  the  public  ad- 
vantage. But  of  what  avail  are  prohibitory  clauses?  If 
no  other  persons  are  disposed  to  form  similar  institutions, 
then  those  prohibitions  are  a  nullity.  But  if  other  parties 
are  disposed  to  form  similar  companies,  without  the 
assistance  of  the  Government,  then  why  should  the  Govern- 
ment interfere  at  all?  Why  should  they  grant  a  charter 
to  effect  an  object  which  can  be  effected  without  their 
assistance  ? 

In  the  charter  first  granted  to  the  Bank  of  England  in 
1694,   there  was  no  prohibitory  clause.      But    when  the 
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charter  was  renewed  in  1708,  it  was  enacted  that  no  other 
company  formed  <>f  more  than  six  persons  should  carry  on 
the  business  of  banking  in  England.  The  charter  granted 
to  the  Bank  of  Scotland  in  1695,  contained  the  following 
prohibition: — "That  for  the  period  of  twenty-one  years 
from  the  17th  of  July,  1695,  it  should  not  be  lawful  for 
any  other  persons  to  set  up  a  distinct  company  or  bank 
within  the  kingdom  of  Scotland."  This  privilege  was  not 
renewed  after  the  expiration  of  the  twenty-one  years; 
and  in  the  year  1727  a  charter,  without  any  prohibitions, 
was  also  granted  to  the  Royal  Bank  of  Scotland.  In  the 
year  1746  the  British  Linen  Company  was  formed,  and 
carried  on  the  business  of  banking  as  a  joint- stock  com- 
pany. Subsequently  this  bank  also  obtained  a  charter, 
but  without  any  exclusive  privilege.  Hence  Scotland  has 
had  the  advantage  of  chartered  banks,  and  joint-stock 
banks,  and  private  banks,  all  working  well  together, 
without  producing  those  effects  which  in  this  country 
have  followed  the  prohibitory  clauses  of  the  charter  of  the 
Bank  of  England. 

Both  in  its  constitution  and  government  the  Bank  of 
Ireland  closely  imitated  the  Bank  of  England;  and  it  has 
produced  in  Ireland  most  of  the  advantages  and  evils 
which  that  establishment  has  produced  in  this  country. 
It  has  supplied  the  country  wTith  a  currency  of  undoubted 
solidity;  it  has  supported  public  credit,  it  has  granted 
facilities  to  trade,  and  it  has  assisted  the  financial  opera- 
tions of  the  Government.  On  the  other  hand  its  prohibi- 
tory clauses  necessarily  led  to  the  formation  of  many  pri- 
vate banks,  whose  failure  was  the  cause  of  immense 
wretchedness  to  all  classes  of  the  population. 

The  charter  of  the  Bank  of  Ireland  contained  a  clause 
which  prevented  more  than  six  persons  forming  them- 
selves into  a  company  to  carry  on  the  business  of  banking 
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in  Ireland.  In  the  year  1824,  they  surrendered  this  ex- 
clusive privilege,  as  far  as  regards  those  places  which  are 
situated  at  a  greater  distance  than  fifty  Irish  miles  from 
Dublin;  and  in  1826,  the  Bank  of  England  made  a  similar 
surrender,  with  regard  to  places  at  a  greater  distance  than 
sixty-five  miles  from  London.  As  eleven  Irish  miles  are 
equal  to  fourteen  English  miles,  fifty  Irish  miles  are 
equal  to  about  sixty-five  English  miles.  But  it  must  be 
observed,  that  Dublin  is  situated  on  the  sea-coast,  there- 
fore, the  Bank  of  Ireland  had  only  the  monopoly  of  a 
semicircle,  whose  radius  is  fifty  Irish  miles.  But  London 
being  situated  inland,  the  Bank  of  England  had  the 
monopoly  of  a  whole  circle  of  130  English  miles  in 
diameter. 

The  Bank  of  Ireland  was  established  by  an  Act  of  Par- 
liament passed  in  1782,  21  and  22  Geo.  Ill,  cap.  16.  The 
following  are  the  provisions  of  this  Act: 

The  capital  was  =£600,000,  which  was  lent  to  Government 
at  4  per  cent.  No  one  person  was  permitted  to  subscribe 
more  than  =£10,000.  If  the  bank  incurred  debts  to  a 
greater  amount  than  their  capital,  the  subscribers  were 
answerable  in  their  private  capacity  to  the  creditors  in 
proportion  to  their  subscriptions.  The  bank  were  not 
either  to  borrow  or  to  lend  money  at  a  higher  interest  than 
5  per  cent.,  nor  to  engage  in  any  business  but  banking. 
The  stock  to  be  transferable  and  deemed  personal  estate, 
and  as  such  to  go  to  the  executors  of  the  holders,  and  not 
to  their  heirs.  No  transfer  of  bank  stock  to  be  valid,  un- 
less registered  in  the  bank  books  in  seven  days  from  the 
contract,  and  actually  transferred  in  fourteen  days;  the 
charter  to  expire  at  twelve  months'  notice  after  the  1st  day 
of  January,  1794,  and  repayment  of  all  sums  due  by  the 
Government  to  the  bank. 

The  charter  is  dated  May  15,   1783,  and  contains  as  fol- 
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lows: — Such  persons  as  shoul<l  subscribe  before  January  1, 
1784,  the  sum  of  =£600,000,  were  to  be  formed  into  a  cor- 
poration, to  be  styled  the  Governor  and  Company  of  the 
Bauk  of  Ireland.  The  Corporation  were  to  have  a 
governor,  deputy-governor,  and  fifteen  directors;  which 
governor,  deputy-governor,  and  directors,  or  any  eight  or 
more  of  them,  should  be  called  a  Court  of  Directors,  for 
the  management  of  the  affairs  of  the  corporation. 

Fifteen  directors  should  be  chosen  annually,  between 
March  25  and  April  25  in  each  year,  [and  not  above  two- 
thirds  of  the  directors  of  the  preceding  year  to  be  re- 
elected.] l 

The  notice  for  the  meeting  of  general  courts  of  proprie- 
tors to  be  affixed  upon  the  Royal  Exchange  in  Dublin  at 
least  two  days  before  the  time  of  meeting.  The  qualifica- 
tion for  a  voter  at  a  general  court  shall  be  .£500  stock,  to 
be  held  for  six  months  preceding,  unless  it  came  by  will, 
marriage,  &c.  The  qualification  for  governor  shall  be 
<£4,000  stock,  and  for  deputy-governor  d£3,000,  and  for 
director  ,£2,000. 

No  dividend  shall  at  any  time  be  made  by  the  said 
governor  and  company,  save  only  out  of  the  interest,  profit, 
or  produce,  arising  by  or  out  of  the  said  capital,  stock,  or 
fund,  or  by  such  dealing,  buying,  or  selling,  as  is  allowed 
by  the  said  Act  of  Parliament ;  nor  without  the  consent  of 
the  members  of  the  said  corporation,  in  a  general  court 
qualified  to  vote  as  aforesaid. 

The  governor,  or  deputy-governor,  shall  summon  four 
general  courts  at  least  in  every  year.  One  in  the  month  of 
September,  one  in  December,  one  in  April,  and  another  in 
July. 

The  governor  or  deputy-governor  shall  also  summon  a 

1  Repealed  as  to  the  part  in  brackets  by  35  and  36  Vict.,  c.  o. 
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general  court,  whenever  requested  to  do  so  by  nine  mem- 
bers, each  holding  £500  stock. 

If  governor  and  deputy-governor  be  absent  one  hour 
after  the  usual  time  of  proceeding,  at  any  general  court  or 
court  of  directors,  a  chairman  shall  be  chosen  for  that  time 
only,  who  shall  have  like  privileges  as  the  governor  or 
deputy- governor . 

Governor,  deputy-governor,  or  chairman,  not  to  vote 
in  general  courts,  or  court  of  directors,  save  when  there 
shall  happen  to  be  an  equal  number  of  votes  on  each 
side. 

The  Bank  of  Ireland  commenced  business  at  St.  Mary's 
Abbey,  June  25,  1783.  After  the  Union,  its  office  was  re- 
moved to  the  Parliament  House. 

In  the  year  1821,  the  capital  of  the  Bank  of  Ireland  was 
increased  from  £2,500,000  to  £3,000,000  Irish  currency. 
The  additional  sum  of  £500,000  was  taken  from  the  bank's 
surplus  fund  and  lent  to  the  Government  at  4  per  cent.,  to 
be  repaid  by  the  1st  January,  1838.  The  increased  capital 
was  divided  among  the  proprietors,  at  the  rate  of  £20  for 
every  £100  they  possessed.  In  consideration  of  this  in- 
crease of  capital,  the  bank  consented  to  a  clause  in  this 
Act,  whereby  persons  in  partnership,  residing  fifty  miles 
from  Dublin,  might  carry  on  the  business  of  banking,  al_ 
though  such  partnership  might  consist  of  more  than  six 
partners;  but  that  such  partnership  should  possess  no 
other  privilege  than  being  allowed  to  sue  and  be  sued  in 
the  name  of  a  public  officer,  should  Parliament  hereafter 
think  fit  to  grant  such  a  power.  This  privilege  was  of 
little  practical  use,  for,  according  to  the  construction  put 
upon  the  Act,  it  required  that  all  the  partners  in  these 
banks  should  reside  in  Ireland. 

In  this  year  an  Act  was  passed  (5  Geo.  IV,  cap.  73),  "  to 
relieve  bankers  in  Ireland  from  certain  restraints  imposed 


PRACTICE  OP   BANKING.  223 

by  the  provisions  of  the  29  Geo.  II,  and  to  render  all  and 
each  of  the  members  of  certain  co-partnerships  of  bankers, 
which  may  be  established,  liable  to  the  engagements  of 
such  co-partnerships,  and  to  enable  such  co-partnerships  to 
sue  and  be  sued  in  the  name  of  their  public  officer." 

Those  clauses  in  the  former  Act  that  required  the  names 
of  all  the  partners  to  be  subscribed  to  the  notes,  and  which 
prohibited  bankers  being  traders,  are  by  this  Act  repealed. 
Banking  partnerships  exceeding  six  persons,  and  carrying 
on  business  at  any  place  beyond  fifty  miles  from  Dublin, 
shall  be  registered  at  the  Stamp  Office,  Dublin;  and  also 
the  names  of  the  public  officers  in  whose  names  such  part- 
nerships sue  and  are  sued.  The  names  of  those  public 
officers  were  also  required  to  be  subscribed  to  all  notes  and 
receipts  issued  by  the  company.  Judgments  against  the 
public  officers  to  operate  as  judgment  against  the  partner- 
ship, and  execution  upon  judgment  may  be  issued  against 
any  member  of  the  society,  and  the  public  officer  to  be  saved 
harmless. 

In  the  year  1825  was  passed  the  "  Act  for  the  better  re- 
gulation of  co-partnerships  of  certain  bankers  in  Ireland." 
It  was  obtained  by  the  directors  of  the  Provincial  Bank  of 
Ireland,  as  the  Acts  previously  granted  did  not  furnish  the 
facilities  which  the  Provincial  Bank  required  for  the  bene- 
ficial exercise  of  its  operations.  It  confirmed  the  permis- 
sion granted  by  former  Acts  to  establish  joint-stock  banks 
at  a  greater  distance  than  fifty  miles  from  Dublin,  and  per- 
mitted persons  resident  in  Great  Britain  to  become  share- 
holders in  such  banks.  The  banks  were  required  to  register 
at  the  Stamp  Office  in  Dublin  an  account  of  the  names  of 
the  firms,  the  several  partners  therein,  and  the  public 
officers  thereof.  The  partnerships  shall  sue  and  be  sued 
in  the  name  of  their  public  officers.  Parties  obtaining 
judgments  in  Ireland  may  authorize  the  acknowledgment 
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of  like  judgment  in  Great  Britain;  and,  in  like  mannerr 
parties  obtaining  judgment  in  Great  Britain,  may  proceed 
thereon  in  Ireland.  Judgments  against  public  officers  shall 
operate  against  the  society,  and  execution  upon  judgment 
may  be  issued  against  any  member  of  the  co-partnership.  All 
transfers  of  shares  must  be  registered  at  the  Stamp  Office. 
In  this  year,  too,  an  Act  of  Parliament  was  passed  to 
assimilate  the  currency  of  Ireland  to  that  of  England.  It 
is  entitled,  "  An  Act  to  provide  for  the  assimilation  of  the 
currency  and  monies  of  account  throughout  the  United 
Kingdom  of  Great  Britain  and  Ireland."  (6  Geo.  IV,  cap. 
79.)  The  Act  recites,  that  the  pound  sterling  in  Great 
Britain  and  Ireland  respectively  is  divided  into  twenty 
shillings,  and  the  shillings  into  twelve  pence;  but  the  silver 
coin  which  represents  a  shilling  in  Great  Britain  is  paid 
and  accepted  in  Ireland  for  thirteen  pence,  and  the  pound 
sterling  of  Great  Britain  is,  at  the  par  of  exchange,  paid 
and  accepted  for  one  pound  one  shilling  and  eight  pence  of 
the  currency  of  Ireland;  and  that  great  complexity  of 
accounts,  and  other  inconveniences,  arise  from  the  said 
difference  of  currencies.  It  then  enacts,  that  the  currency 
of  Great  Britain  shall  be  the  currency  of  the  United  King- 
dom, and  all  receipts,  payments,  contracts,  and  dealings, 
shall  be  made  in  such  currency.  And  all  contracts,  debts, 
&c,  made  or  contracted  previous  to  the  commencement  of 
this  Act,  shall  be  carried  into  effect,  and  satisfied  by  pay- 
ment in  British  currency  of  12-1 3ths  of  the  amount 
according  to  Irish  currency.  All  duties  and  public  re- 
venues, and  all  funds  and  public  debts  shall  be  estimated  in 
British  currency,  and  the  accounts  thereof  kept  accord- 
ingly. After  a  day  to  be  named  by  proclamation,  British 
silver  and  gold  coins  shall  be  current  in  Ireland  at  the 
same  rate  of  pence  as  in  Great  Britain.  On  the  like  pro- 
clamation, Irish  copper  coin  shall   be   brought   into   the 
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Bank  of  Ireland,  and  exchanged  there  for  British  copper 
coin,  at  the  rate  of  twelve  pence  British  for  thirteen  pence 
Irish,  and  the  Irish  copper  coin  shall  cease  to  circulate. 
Bankers'  notes  shall  be  made  payable  in  British  currency. 
No  notes  payable  in  Irish  currency  shall  be  re-issued  after 
the  commencement  of  this  Act,  under  a  penalty  of  £50  for 
each  offence.  Bankers  may  deliver  into  the  Stamp  Office 
reissuable  notes,  payable  in  Irish  currency,  and  receive  in 
lieu  thereof  new  stamps  to  the  whole  amount  of  the  stamps 
delivered  up,  if  dated  within  one  year  previous,  or  three- 
fourths  if  within  two  years,  and  one-half  if  within  three 
years.  This  Act  came  into  operation  on  the  5th  day  of 
January,  1826. 

Public  banks  may  be  divided  into  three  classes: — first, 
Chartered  Banks,  those  which  have  received  a  charter  from 
the  Crown;  secondly,  Joint-stock  Banks  formed  under  the 
common  law;  and  thirdly,  Joint-Stock  Banks  formed  under 
the  statute  law. 

The  common  law  of  England  allowed  any  number  of 
persons  to  form  themselves  into  a  partnership  to  carry  on 
banking.  At  the  same  time  it  presented  this  inconvenience 
in  the  formation  of  such  partnerships — in  all  actions  at 
law  it  was  necessary  to  state  the  names  of  all  the  indivi- 
duals who  composed  the  company.  Another  inconvenience 
of  partnerships  formed  under  the  common  law  was,  that 
all  the  partners  were  answerable  for  the  debts  of  the  com- 
pany to  the  full  extent  of  their  property,  not  only  while 
they  were  partners,  but  after  they  had  ceased  to  be 
partners,  as  far  as  regards  any  transactions  that  took 
place  during  the  continuance  of  their  partnership.  The 
banks  avoided  these  inconveniences,  in  the  first  place,  by 
conducting  their  business  in  the  names  of  trustees,  in  the 
same  way  as  some  of  the  insurance  companies ;  and  in  the 
second  place,  by  inserting  a  clause  in  the  deed  of  settle- 

II.  Q 
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ment,  that  in  case  the  bank  should  lose  one-third  or  one- 
fourth  the  amount  of  its  paid-up  capital,  it  should  imme- 
diately be  dissolved. 

The  statutes  of  5  Geo.  IV,  c.  73  and  6  Geo.  IV,  c.  42, 
with  reference  to  Ireland,  and  7  Geo.  IV,  c.  46,  with  refer- 
ence to  England,  not  only,  as  regards  the  district  outside 
the  area  specified  by  each  Act,  repealed  those  Acts  of  Par- 
liament which  prohibited  the  formation  of  banking  com- 
panies having  more  than  six  partners,  but  they  also  removed 
the  inconveniences  of  the  common  law.    It  was  enacted, 
that  it  should  no  longer  be  necessary,  in  legal  actions,  that 
the  names  of  all  the  partners  should  be  placed  upon  the 
record ;  but  that  the  company  should  register  at  the  Stamp 
Office  the  name  of  some  one  person  in  whose  name  they 
wished  to  sue  and  be  sued.    Any  party  who  had  a  disputed 
claim  upon  the  company  must  sue  this  public  officer,  and 
when  he  had  obtained  a  verdict  in  his  favour,  he  might 
issue  judgment  against  all  the  partners,  in  the  same  way  as 
though  he  had  obtained  a  verdict  against  them  all.     And 
that  he  might  have  no  difficulty  in  ascertaining  who  were 
or  were  not  partners,  it  was  required  that  the  names  of  all 
the  partners  should  be  annually  registered  at  the  Stamp 
Office.     The  statute  law  also  obviated  the  second  incon- 
venience  of  the  common    law,   by   enacting   that   every 
partner,  as  soon  as  he  had  transferred  his  share,  should  be 
released  from  all  liability  as  to  the  subsequent  acts  of  the 
company,  and  at  the  end  of  three  years  he  was  no  longer 
liable  for  any  acts  that  took  place  even  at  the  time  he  was 
a  partner. 

The  Provincial  Bank  of  Ireland  was  formed  under  the 
statute  6  Geo.  IV,  c.  42.  Few  banks  have,  in  so  short  a 
time,  advanced  to  so  high  a  degree  of  prosperity.  The 
circumstances  of  Ireland  at  that  period  were  friendly  to 
the  growth  of  such  an  establishment.    The  recent  abolition 
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of  the  union  duties,  and  the  introduction  of  steamboats, 
had  given  a  stimulus  to  the  trade  between  the  two  countries, 
while  nearlv  all  the  banks  in  the  south  of  Ireland  had  been 
swept  as  by  a  whirlwind  from  the  face  of  the  land.  The 
operations  of  the  bank  were  also  facilitated  by  the  assimi- 
lation of  the  currency,  and  the  measures  taken  by  the 
Government  and  the  Bank  of  Ireland  to  prevent  those 
fluctuations  in  the  exchanges  which  had  previously  existed. 
But  the  prosperity  of  this  bank  must  be  attributed  chiefly 
to  the  wisdom  and  prudence  manifested  in  its  constitution 
and  in  its  subsequent  government.  The  capital  was  raised 
chiefly  in  England,  and  London  was,  consequently,  made 
the  seat  of  government.  The  board  of  directors  was  com- 
posed of  merchants  and  statesmen,  and  the  latter  were 
taken  from  the  leading  men  of  the  two  parties  into  which 
Ireland  was  then  divided.  The  local  government  of  the 
respective  branches  in  Ireland  was  composed  of  directors 
possessing  local  knowledge  and  influence,  and  of  managers 
selected  for  their  experience  in  banking,  and  the  manager 
had  a  veto  upon  the  decision  of  the  board.  An  inspector 
was  appointed  to  visit  the  branches,  and  to  report  to  the 
London  office. 

At  the  same  time  the  bank  had  considerable  difficulties 
to  contend  against.  Property  in  Ireland  was  considered 
insecure;  political  and  religious  feelings  often  interfered 
with  matters  of  business;  the  habits  of  the  people  were  not 
commercial ;  and  the  country  had  suffered  so  severely  from 
private  banking,  that  confidence  was  not  easily  acquired 
for  a  new  company,  the  members  and  constitution  of 
which  were  but  imperfectly  known.  Before  these  diffi- 
culties had  been  completely  overcome,  the  bank  became 
involved  in  a  competition  with  branches  of  the  Bank  of 
Ireland,  and  exposed  to  sudden  demands  for  gold  arising 
out  of  political  events. 
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There  is  no  joint- stock  bank  of  whose  rise  and  progress 
we  have  a  more  detailed  account  than  the  Provincial  Bank 
of  Ireland.  The  account  is  furnished  to  us  in  the  evidence 
given  before  a  Committee  of  the  House  of  Commons  by 
the  late  secretary,  Mr.  James  Marshall.1  We  recommend 
the  following  quotations  to  the  especial  consideration  of 
students  in  practical  banking,  as  showing  most  minutely 
the  various  steps  by  which  prosperity  is  obtained  by  bank- 
ing institutions. 


1. — The  Constitution  of  the  Provincial  Bank  of  Ireland. 

"  Can  you  explain  to  the  committee  the  constitution  of 
the  Provincial  Bank? — I  can.  I  may  make  reference  to 
the  annual  reports  of  the  institution,  copies  of  which,  I 
understand,  were  furnished  to  this  committee.  A  report 
is  made  to  the  proprietors  on  the  third  Thursday  of  May 
in  each  year. 

"  By  whom  is  that  report  prepared? — By  a  special  com- 
mittee. 

"  A  committee  of  the  board  of  directors? — A  committee 
of  the  board  of  directors,  whom  it  is  my  duty  to  attend  on 

1  Mr.  James  Marshall  was  the  accountant  of  the  Provincial 
Bank  of  Ireland  at  its  commencement,  and  in  the  year  1826  suc- 
ceeded Mr.  Thomas  Joplin  in  the  office  of  secretary.  He  retired 
in  1845,  upon  a  pension  of  £1,000  a-year.  The  chairman  stated 
to  the  General  Meeting  in  1846,  that  Mr.  Marshall's  salary  was 
£1,200  a-year,  but  as  £200  a-year  was  regarded  as  an  equivalent 
for  a  house,  the  Directors  considered  he  had  retired  upon  full  pay. 
The  officers  of  the  Bank  subscribed  to  have  his  likeness  taken, 
and  an  engraving  was  presented  to  each  subscriber.  After  his 
retirement  he  became  ;m  auditor  of  an  insurance  office,  and  a 
director  of  the  Oriental  Bank.  In  the  latter  capacity  he  paid  a 
vUit  to  Bombay  in  the  year  1847.  He  died  in  London  on  the  14th 
day  of  January,  1852. 
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such  occasions,  and  to  be  their  organ  in  acting  as  the  clerk 
of  that  committee. 

"  When  that  sub-committee  has  prepared  the  report, 
what  further  step  is  then  taken? — It  is  submitted  then  to 
the  general  court  of  directors. 

"  Is  it  examined  by  them? — By  the  general  court;  it  is 
laid  before  them,  and  every  part  of  it  is  explained  to  them; 
and  they  have  it  in  their  power  to  examine  any  part,  to 
refer  instantly  to  the  books,  or  the  source  from  which  it  is 
drawn.  The  committee  in  making  it  up  go  very  minutely 
to  work,  and  examine  very  particularly. 

"  Then  are  the  committee  to  understand,  that  before  the 
report  is  laid  before  the  proprietors,  that  report  is  first 
submitted  to  a  select  committee,  reported  by  them  to  the 
general  court,  and  approved  of  by  the  general  court? — 
It  is.  It  is,  in  the  first  instance,  signed  by  the  chairman  of 
the  committee  when  presented  to  the  general  court. 

"  When  laid  before  the  proprietors,  is  it  laid  before  the 
proprietors  on  the  responsibility  of  the  court  of  directors? 
— Completely  so. 

"Just  confine  yourself  at  present  to  the  constitution  of 
the  bank. — It  may  be  here  proper  to  state,  for  the  informa- 
tion of  the  proprietors,  the  regulations  which  have  been 
adopted,  in  the  first  place,  for  conducting  business  in  a 
proper  manner  at  the  branches;  and,  secondly,  for  the 
control  and  superintendence  which  are  exercised  over  them 
by  the  directors  in  London.  First,  as  to  the  branches. 
For  the  due  management  of  the  business  at  each  a  suitable 
house  has  been  obtained,  and  the  following  officers  have 
been  provided — viz..  manager,  accountant,  teller,  clerk, 
porter,  all  of  whom  find  security  for  their  fidelity.  Where 
the  scale  of  business  requires  it,  the  number  of  the  inferior 
officers  is  increased,  but  there  are  only  two  principal  officers 
at  any  branch — viz.,  manager  and  accountant;   and  for 
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securing  more  effectually  the  proper  discharge  of  the  duties 
of  all,  and  assisting  the  manager  with  advice  and  informa- 
tion, there  has  been  appointed  at  each  station  a  board  of 
local  directors,  consisting,  according  to  circumstances,  of 
three,  four,  or  five  gentlemen  of  the  first  respectability  in 
the  place,  who,  in  order  to  be  eligible,  must  themselves 
have  an  interest  in  the  establishment,  by  holding  ten 
shares  each  of  its  stock.  The  duty  of  these  gentlemen  is 
to  meet  daily  at  a  given  hour  at  the  bank's  office,  and, 
along  with  the  manager,  to  judge  of  bills  presented  for 
discount,  and  of  all  applications  for  credits.  For  every  act 
of  business  of  this  nature  it  is  necessary  that  two  local 
directors  and  the  manager  be  present;  and  it  is  provided, 
that  where  applications  for  discounts  or  credits  exceed,  in 
individual  cases,  a  certain  fixed  amount,  or  when  the 
manager  differs  in  opinion  from  the  majority  of  the  local 
board,  the  matter  must  be  submitted  to  the  decision  of  the 
court  of  directors  in  London.  It  is  further  the  duty  of  the 
local  directors  to  compare  daily  the  vouchers  with  the  en- 
tries in  the  cash-book,  to  count,  at  stated  intervals,  the 
cash  in  charge  of  the  manager,  and  to  certify  the  returns 
made  periodically  from  the  branch  to  London. 

"  Are  the  committee  then  to  understand  distinctly  that 
the  local  directors,  in  the  case  in  which  the  manager,  who 
is  the  head  officer  of  the  society,  differs  with  them,  al- 
though he  may  differ  singly,  are  bound  to  refer  those  cases 
to  the  London  board  before  any  decision  is  come  to? — In 
every  case. 

"  In  another  contingency  it  would  appear,  that  where 
the  pecuniary  transactions  in  question  exceeded  a  given 
amount,  that,  too,  although  the  board  might  be  unanimous, 
is  brought  under  the  consideration  of  the  London  board  of 
directors? — It  is. 

"  What  does   that  sum  generally  amount  to?     Is  it  a 
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fixed  sum,  or  does  it  vary  according  to  the  circumstances  of 
the  different  branches? — It  has  varied  according  to  circum- 
stances; but,  generally  speaking,  from  J2300  to  <£500  is 
considered  the  extent  to  which  anything  in  the  shape 
of  a  credit,  other  than  the  discount  of  a  mercantile  bill, 
would  go." 

2. — The  Selection  of  Officers. 

"Be  so  good  as  to  explain  to  the  committee  what  steps 
were  taken  by  the  Provincial  Bank  of  Ireland  in  the 
selection  of  their  various  paid  officers  at  the  branches? — 
I  believe  that  is  detailed  in  this  said  report.  The  selection 
of  officers  in  particular  was  a  matter  of  paramount  import- 
ance, both  on  account  of  the  great  number  required  to  fill 
the  intended  situations  in  Ireland,  and  the  necessity  there 
was  to  scrutinize  their  qualifications  as  to  character  and 
ability.  Communications  were  made  on  this  subject  with 
various  gentlemen  in  different  parts  of  the  country,  from 
whom  it  was  expected  the  best  information  could  be  ob- 
tained. The  prospectus  of  the  society  having  set  out  with 
the  resolution  that  the  business  should  be  conducted  on 
the  principles  which  had  been  so  long  and  so  successfully 
acted  upon  in  Scotland,  it  seemed  desirable  to  obtain  from 
that  country  persons  trained  up  in  banks  there,  provided 
their  qualifications  in  other  respects  were  such  as  to  re- 
commend them.  With  this  view,  the  secretary  (that  was 
not  myself  at  the  time)  was  sent  down  to  Edinburgh  in 
February,  for  the  purpose  of  making  inquiries;  and  notice 
having  been  given  in  the  public  papers  that  persons  were 
wanted  to  fill  situations  in  the  projected  establishments  in 
Ireland,  a  gentleman  in  the  above  city  was  employed  to 
receive  applications  and  to  institute  the  most  minute  and 
scrupulous  inquiries  regarding  the  character  and  qualifi- 
cation of  those  who    should  apply.     Another  gentleman 
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from  the  same  city  was  also  engaged  to  proceed  to  Lon- 
don, to  assist  the  directors  in  the  formation  and  prosecu- 
tion of  a  plan  for  conducting  the  business,  when  they 
should  be  ready  to  commence  it  in  Ireland  (that  alludes 
to  myself).  The  extensive  correspondence  which  the  ap- 
plications and  inquiries,  produced  by  the  measures  above 
mentioned,  necessarily  occasioned,  occupied  the  attention 
of  the  directors  very  closely,  and  for  a  considerable  length 
of  time,  and  the  result  has  been  that  the  services  of  a 
number  of  most  valuable  officers  have  been  secured  to  the 
society. 

"  But  at  that  period  was  there  a  greater  facility  in  pro- 
curing the  services  of  gentlemen  more  particularly  who  had 
experience  in  the  Scotch  banking  than  there  would  be 
subsequently,  when  there  was  a  more  active  competition 
in  the  establishment  of  banks? — No  doubt  of  it. 

"  What  description  of  security  were  these  officers  re- 
quired to  give? — Unexceptionable  personal  security;  two 
persons,  at  least,  generally  were  joined  in  a  bond  for  the 
fidelity  of  the  officer. 

44  Was  there  any  fixed  proportion  between  the  amount 
of  the  security  required  and  of  the  salary  paid,  or  the 
duties  to  be  performed? — The  amount  had  respect  to  the 
duties  to  be  performed  rather  than  to  the  salary. 

44  What  was  the  general  security  that  was  taken  by 
bond  for  the  fidelity  of  these  officers? — The  lowest  clerk 
was  £1,000;  the  highest  .£10,000,  for  a  manager  at  the 
largest  branch. 

44  And  that  has  been  enforced  by  the  Provincial  Bank 
with  respect  to  its  officers? — The  amount  of  =£10,000  has 
not  been  required,  as  we  have  practically  found  £5,000  to 
be  a  more  commandable  sum;  I  would  say,  within  the 
reach  of  the  description  of  parties  who  are  aspirants  to 
these  offices. 
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"  Now,  with  respect  to  the  local  directors,  how  were  they 
selected? — It  is  mentioned  here  that  there  should  be  se- 
lected three,  four,  or  five  gentlemen  of  the  first  respect- 
ability in  the  place,  of  commercial  knowledge,  whenever 
those  could  be  obtained;  if  having  had  that  commercial 
knowledge,  and  being  disengaged  from  business,  they  were 
considered  as  so  much  the  more  eligible. 

**  But  in  the  selection  of  local  directors,  so  far  from  ex- 
cluding persons  by  reason  of  their  having  commercial  or 
banking  knowledge,  are  the  committee  to  understand  that 
such  parties  were  preferred? — Where  they  had  it,  and 
were  not  understood  to  be  in  a  situation  to  require  bank- 
ing accommodation  for  themselves. 

"  You  have  stated  that  the  local  directors  were  required 
to  take  ten  shares  each,  at  the  least? — Yes. 

11  Will  you  have  the  goodness  to  state  what  the  reason 
was  that  they  were  required  to  take  those  shares? — In 
order  that  they  might  have  a  greater  interest  in  the  esta- 
blishment; feel  a  personal  interest.  I  must  say  we  have 
not,  in  every  instance,  been  able  to  get  gentlemen  of  that 
description.  We  have,  in  some  instances,  appointed  gen- 
tlemen who,  from  various  causes,  declined  to  become  share- 
holders; at  least,  we  have  elected  gentlemen  to  be  local 
directors  without  requiring  the  fulfilment  of  that  condi- 
tion. There  are  some  instances  at  present  of  gentlemen 
who  are  so;  but  no  doubts  regarding  the  solvency  of  the 
bank  ever  deterred  any  of  them." 

3. — The  Choice  of  Directors. 

"  Now  tell  us  how  they  are  appointed? — The  directors 
in  London  were,  of  course,  originally  appointed  by  the 
gentlemen  who  associated  together  for  the  purpose  of 
forming  this  establishment;  and  they  continued,  with  the 
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approbation  of  the  meeting,  until  a  certain  time,  when,  by 
the  deed  of  settlement  which  was  afterwards  prepared,  four 
were  to  go  out  every  year. 

"  In  the  vacancy  of  the  four,  who  appoints  their  succes- 
sors ? — The  proprietors  generally ;  the  general  meeting  of 
proprietors. 

"Are  they  re-eligible? — They  are  declared  by  the  deed 
of  settlement  to  be  re-eligible. 

"  Are  they  recommended  to  the  court  of  proprietors  by 
the  court  of  directors? — They  are;  they  have  been  vir- 
tually so :  and  I  beg  to  refer  to  one  of  the  annual  reports, 
which  gives  an  explanation  upon  that  point.  It  is  in  the 
report  made  the  17th  of  May,  1827,  in  which  it  is  stated: 
1  The  directors  have  now  to  advert  to  a  circumstance  of 
some  importance  as  connected  with  the  constitution  of  the 
society.  By  the  deed  of  settlement,  the  number  of  direc- 
tors was  limited  to  twenty.  Since  the  completion  of  the 
deed,  that  number  has  been  reduced  by  death  or  resigna- 
tions to  sixteen ;  and  the  directors  having  found  by  experi- 
ence that  the  latter  number  is  quite  sufficient  to  insure  a 
due  attendance  for  the  efficient  management  of  the  busi- 
ness of  the  establishment,  have  not  thought  it  necessary 
to  enforce  the  terms  of  the  deed  by  proposing  the  election 
of  new  members;  and  they  think  themselves  now  justified, 
by  past  experience,  in  unanimously  recommending  to  the 
court  of  proprietors  to  limit  the  number  of  directors  for 
the  ensuing  year  to  sixteen.  The  directors  may  add,  that 
this  arrangement  will  be  attended  with  a  considerable 
saving  of  expense;  and,  in  conclusion,  they  beg  to  state  to 
the  proprietors  an  opinion  in  which  they  also  unanimously 
concur — viz.,  that  in  future  elections,  it  will  greatly  conduce 
to  the  harmony  and  cordiality  which  it  is  so  desirable 
should  prevail  amongst  the  directors  themselves,  as  well 
as  to  the  good  management  of  the  bank's  affairs,  if  a  re- 
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commendation  shall  be  made  by  them  to  the  proprietors 
in  favour  of  those  candidates  whom,  after  due  inquiry, 
they  shall  find  to  be  the  best  qualified  to  fill  the 
situation.' 

11  Have  those  recommendations  been  generally  complied 
with  by  the  proprietors? — Always. 

"  Uniformly,  without  exception: — Uniformly;  it  has 
uniformly  been  acquiesced  in.  Two  or  three  candidates 
had  upon  more  than  one  occasion  started,  but  when  the 
matter  was  explained  to  them,  they  have  uniformly  ac- 
quiesced in  it.  It  is  necessary  to  state,  to  complete  this, 
that  the  recommendation  to  limit  the  number  of  directors 
to  sixteen  was  afterwards  the  subject  of  a  special  provision 
by  an  additional  deed  of  the  proprietors;  therefore  the 
number  cannot  be  extended  beyond  sixteen  without  alter- 
ing the  deed. 

"Are  the  directors  paid  for  their  attendance? — They 
are. 

"What  is  the  amount  of  payment  which  they  receive? 
— It  is  so  regulated  that  no  director  can  receive  above 
<£250  a  year,  the  director  in  London,  I  mean,  were  he 
attending  at  every  possible  meeting  that  he  could. 

"  Is  the  payment  an  annual  payment,  or  proportionate 
to  the  attendances? — Proportionate  to  the  attendances, 
ascertained  every  quarter. 

"  According  to  the  number  of  attendances,  so  the  parties 
are  paid? — Yes,  according  to  the  attendances. 

"  Was  that  sanctioned  by  the  proprietors  and  by  the 
society? — The  deed  of  settlement  contains  a  provision 
allowing  the  directors  to  take  the  sum  of  <£5,000  as  remu- 
neration." 
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4. — The  Daily  Committee. 
"  Will  you  state  how  they  transact  their  business?- 


By 


meeting  daily  in  committee  (a  general  committee),  which 
is  open  to  all  to  attend;  but  in  order  to  be  a  quorum  there 
must  be  three  present;  and  by  a  weekly  court,  held  each 
Friday,  at  which  all  ought  to  be  present. 

"  Is  there  a  record  in  writing  of  all  the  directions  and 
the  acts  of  that  special  committee? — There  is. 

"  Are  each  of  those  acts  brought  under  the  examination 
and  review  of  the  general  court  on  Friday  ? — At  the  weekly 
court  they  are;  the  minutes  are  read  over. 

"  Is  the  question  put  upon  the  confirmation  of  those 
minutes,  or  is  it  open  to  the  general  court  to  vary  or  alter 
them  ? — The  question  is  specially  put  by  the  chairman  of 
the  weekly  court,  whether  it  is  the  pleasure  of  that  court 
to  confirm  the  minutes  of  the  past  week  which  have  been 
read. 

"  Have  you  known  instances  in  the  management  of  the 
bank  in  which  there  have  been  any  variations  upon  the 
proceedings  of  the  committee  proposed  by  the  general 
court,  so  as  to  show  that  it  is  an  active  as  well  as  a 
theoretical  superintendence? — I  have  seen  instances  where 
the  subject  has  been  brought  under  revision,  and  which 
has  produced  an  alteration  of  the  resolution  of  the  com- 
mittee. 

"  Having  now  explained  to  the  committee  the  formation 
of  your  local  administration  at  the  branches,  and  your 
general  administration  in  London,  will  you  state  what  the 
course  of  proceeding  is,  to  insure  to  the  court  in  London  a 
knowledge  of  that  which  takes  place  at  the  different 
branches  ? — I  read  from  the  report  already  referred  to : 
'  Regular  advices  of  the  proceedings  at  the  branches  are 
transmitted   by  the   managers   to  London  by  post  every 
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second  or  third  day,  according  to  circumstances  ;  and  at 
the  end  of  each  week  a  complete  statement  of  the  whole 
transactions  is  made  up,  and  forwarded  by  the  mail-coach. 
These  returns  are  first  examined  by  the  officers  of  the 
London  establishment,  and  then  submitted  to  the  directors. 
For  giving  the  necessary  orders  arising  out  of  these  com- 
munications, for  judging  of  all  matters  referred  to  them 
from  the  branches,  for  disposing  of  the  bank's  funds  in 
London  and  Dublin,  and  for  the  discharge  of  all  other 
duties  implied  in  the  exercise  of  a  superintendence  over 
the  whole  establishment,  whether  in  Ireland  or  in  London, 
the  directors  hold  regular  and  daily  meetings.' 

"  Are  the  accounts  which  are  sent  from  the  branches 
accounts  in  detail  of  the  whole  of  the  operations  of  the 
bank? — They  are. 

"Are  they,  in  fact,  transcripts  of  the  accounts  of  the 
bank  from  period  to  period  ? — They  are  so ;  with  this  ex- 
planation regarding  the  current  accounts  of  parties  holding 
accounts  with  the  bank,  every  particular  draft  or  receipt  is 
not  sent  to  London,  or  rather  the  entries  of  these,  I  mean, 
are  not  copied  or  sent  to  London;  but  there  is  this  check 
on  the  operations  of  the  branches,  the  exact  balance  of 
every  man's  account  at  the  end  of  each  week  is  given,  and 
forms  part  of  an  abstract  of  the  balance-sheet  which  is 
sent  forward,  and  which  must  agree;  therefore,  if  it  were 
wrong,  it  would  at  once  detect  itself. 

"  Then  no  variation  can  take  place  in  the  actual  balance 
without  the  attention  of  the  court  being  at  once  called  to 
it? — None  can. 

"And  is  the  name  of  each  individual  to  whom  these 
advances  are  made  from  time  to  time  brought  under  the 
special  notice  of  the  court  of  directors  in  London? — Yes; 
by  the  following  process.  The  branches  are  divided 
amongst  the  directors,  so   many  allotted  to  such  a  sub- 
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committee,  who  take  up  the  affairs  of  these  branches  each 
week  in  succession,  and  examine  all  the  bills  that  have 
been  discounted,  the  advances  that  have  been  made  of  any 
description,  and  the  balance  of  each  man's  account,  whether 
in  his  favour  or  against  him." 

5. — The  Inspection  of  Branches. 

"  Have  you  any  system  of  inspection  by  which  you  are 
enabled  from  time  to  time  to  verify  the  correctness  of  the 
proceedings  of  the  branches  ? — We  have.  Besides  having 
a  half-yearly  balance-sheet  made  out  with  all  the  details  of 
the  affairs  of  each  branch  at  the  time,  and  which  is  scrupu- 
lously examined  at  London,  there  is  an  inspector  (two  at 
present)  whose  duty  it  is  to  go  through  the  branches  and 
to  examine  personally  and  verify  every  voucher  and  every 
particular,  and  to  remain  at  the  branch  until  they  are  fully 
satisfied  that  all  is  right. 

11  Are  the  visits  of  your  inspectors  at  stated  and  known 
intervals,  or  is  any  branch  at  any  one  moment  liable  to  the 
visit  of  an  inspector,  and  to  an  immediate  examination  and 
verification  of  their  accounts  and  bills  and  balances? — 
Every  branch  is  so  liable  to  be  visited ;  there  is  no  previous 
intimation  given,  except  the  visit  be  for  some  particular 
purpose  which,  by  a  representation  from  the  branch,  calls 
on  the  inspector  to  go. 

"As  an  additional  security,  have  you  yourself,  or  any  of 
the  directors,  been  accustomed  to  visit  the  branches,  and 
to  report  thereon? — I  have  myself  every  year,  and  some- 
times oftener  than  once  a  year,  even  twice  or  three  times 
in  a  year,  gone  to  Ireland,  and  have  gone  through  the 
whole  branches,  in  fact,  more  than  once,  at  different 
i  inns  ;  and  on  all  occasions  have  made  examinations  which 
appear  to   me    to  be    necessary ;    and   besides   that,    the 
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directors  have  in  person  repeatedly  visited  the  branches; 
deputations  of  the  London  directors,  I  mean,  have  so 
done." 


6. — The  Declaration  of  a  Dividend. 

"  Will  you  explain  to  the  committee  what  steps  you  take 
before  you  declare  a  dividend? — We  have  regularly  a 
balance  every  half-year;  the  dividend  has  only  been  de- 
clared once  a  year,  at  the  termination  of  the  year,  which 
is  in  March;  our  year  ends  in  March.  Prior  to  that 
period,  each  manager  is  directed  to  send  up  a  special 
report  of  every  obligation  which  is  outstanding,  or  of  any 
which  is  doubtful,  describing  particularly  in  the  report 
every  party  to  such  obligation;  that  is  preparatory  to 
going  further  into  the  matter;  then  when  the  balance  at 
the  end  of  March  is  completed,  a  complete  balance-sheet 
of  every  branch  is  made  up  and  sent  to  the  bank,  with  a 
more  detailed  report.  A  special  committee  of  the  directors 
is  appointed  to  examine  those,  and  they  go  minutely 
through  them,  and  weigh  every  outstanding  debt,  and 
strike  off  everything  that  is  considered  to  be  irrecoverable ; 
they  then  consider  in  what  degree  the  reports  of  the 
managers  represent  every  other  outstanding  debt  to  be 
recoverable,  either  in  full  or  in  part;  and  when  all  that 
has  been  done,  they  add  generally  a  sum  to  cover  still 
any  possible  omission,  and  it  is  only  then  that  the  fair 
profits  of  the  year  are  considered  to  be  ascertained. 

"  Can  you  inform  the  committee  how  far  your  calcula- 
tions, your  annual  calculations  of  bad  and  doubtful  debts, 
have  or  have  not  been  below  or  above  the  mark? — In 
many  instances  our  allowances  have  exceeded  what  has 
turned  out  to  be  the  real  loss ;  for,  as  I  mentioned  before, 
the  directors,  in  order  to  be  more  secure,  have  been  in  the 
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practice  of  making  an  additional  deduction  over  all  the 
deductions  made  by  the  officers  at  the  branches. 

"  Have  the  proprietors  any  power  under  your  deed  of 
settlement  of  naming  any  auditors,  or  having  any  examina- 
tion of  those  accounts,  so  as  to  verify  their  fidelity? — We 
have  no  auditors,  but  there  is  a  provision  in  the  deed  of 
settlement  by  which  a  certain  number  of  proprietors  may 
call  for  a  further  investigation  of  the  accounts,  if  they  are 
dissatisfied." 

7. — The  Causes  of  its  Prosperity. 

"Do  you  think  there  is  anything  peculiar  in  the  con- 
struction of  this  bank  which  has  insured  its  being  cor- 
rectly and  well  managed  up  to  the  present  time,  or  that  it 
has  rather  arisen  from  the  '  happy  accident '  of  the  di- 
rectors who  were  selected  having  been  honourable  and 
correct  men  of  business? — I  conceive  the  very  first  and 
indispensable  thing  was  an  exceedingly  respectable  board 
of  directors  formed  in  the  first  instance,  and  which  has 
always  been  maintained.  In  the  next  place,  that  the 
system  of  accounting  that  was  adopted,  and  the  check  on 
the  operations  of  the  different  branches,  which  has  not 
been  departed  from,  has  most  materially  contributed  to 
that  good  result.  In  the  next  place,  there  was  an  exceed- 
ingly good  field  for  banking  when  we  commenced,  for 
Ireland  was  very  destitute  of  good  banks  at  the  time,  the 
Bank  of  Ireland  operations  having  been  confined  only  to 
Dublin.  Therefore,  from  all  those  concurring  circum- 
stances, I  conceive  the  prosperity  of  the  bank  has  re- 
sulted." 

To  these  causes  we  may  add  one  more,  stated  in  the 
Report  delivered  by  the  directors  to  the  proprietors  in  the 
year  1836, — the  non-interference  of  the  shareholders  in 
the  distribution  of  the  profits : 
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"To  this  desirable  position  fche  affairs  of  the  bank  have 
been  conducted,  as  the  directors  have  great  pleasure  in 
acknowledging,  by  the  uniform  support  and  continued 
approbation  of  the  proprietors,  who,  far  from  manifesting 
auv  impatient  desire  to  participate  in  the  reserved  profits, 
have  always  relied  with  confidence  on  the  opinion  of  those 
by  whom  the  working  of  the  establishment  was  superin- 
tended, feeling  assured  that  whenever  such  participation 
was  clearly  expedient,  it  would  not  be  withheld." 

Laws  of  the  Currency  in  Ireland. — From  what  we  have 
already  said  of  the  laws  of  the  currency,  those  of  our 
readers  who  are  acquainted  with  Ireland  will  be  able  to 
judge  beforehand  of  the  revolutions  of  her  circulation. 
Being  purely  an  agricultural  country,  the  lowest  points 
will  of  course  be  in  August  or  September,  immediately 
before  the  harvest,  and  the  commencement  of  the  cattle 
and  bacon  trade.  Then  it  rises  rapidly,  till  it  reaches  its 
highest  point  in  January,  and  then  gradually  declines. 
As  an  agricultural  country,  we  should  naturally  expect 
that  during  the  season  of  increase  the  circulation  would 
expand  most  in  the  rural  districts;  and  so  we  find  that  the 
circulation  of  the  Bank  of  Ireland,  in  Dublin,  expands  very 
moderately — that  of  her  branches,  which  are  located  chiefly 
in  large  towns,  expands  more — while  the  circulation  of  the 
joint- stock  banks,  which  are  located  in  the  agricultural 
districts,  receives  the  largest  increase.  Again,  the  pur- 
chases and  sales  of  agricultural  produce  are  known  to  be 
in  small  amounts;  and  hence  the  notes  of  the  smallest 
denomination  receive  the  largest  relative  increase.  The 
annual  changes  of  the  Irish  circulation  are  governed  chiefly 
by  the  produce  of  the  harvest,  and  the  prices  of  agri- 
cultural products.  These  are  the  laws  of  the  circulation 
of  Ireland. 

II.  R 
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On  this  subject  I  may  quote  my  own  evidence  before 
the  Committee  on  Banks  of  Issue: 

"  I  have  told  the  Committee  that  I  was  formerly  manager 
of  a  joint-stock  bank  of  issue  in  Ireland,  and  I  have 
attempted  to  discover  the  laws  which  regulate  the  circula- 
tion of  that  country,  by  ascertaining  the  highest  and 
lowest  amount  of  the  circulation  in  each  year.  This,  which 
I  have  in  my  hand,  is  a  table,  showing  the  circulation  of 
the  Bank  of  Ireland  (including  branches),  the  separate 
circulation  of  the  branches  alone,  and  the  circulation  of 
the  Irish  joint-stock  and  private  banks,  on  the  last  Satur- 
day of  April,  August,  and  December,  of  the  years  1834  to 
1839.  It  will  be  observed  that  those  periods  are  the  same 
as  those  which  I  have  referred  to  in  the  circulation  of  the 
English  country  banks.  The  law  of  circulation  appears  to 
be  different,  but  they  agree  pretty  nearly  in  this,  that  the 
lowest  point  is  the  latter  end  of  August ;  but  the  highest 
point  in  Ireland  is  generally  the  end  of  December  or  the 
beginning  of  January,  and  from  December,  or  the  beginning 
of  January,  it  declines;  so  that  the  country  circulation  of 
England  is  advancing  eight  months  and  declining  four; 
but  the  circulation  of  Ireland  is  advancing  four  months 
and  declining  eight. 

"  From  whence  is  this  table  compiled? — From  Appendix, 
Nos.  32  and  33.  This  table  shows  that  the  circulation  of 
Dublin  does  not  vary  much;  it  shows  that  the  circulation 
of  the  branches  of  the  Bank  of  Ireland  varies  more;  and 
that  the  circulation  of  the  joint-stock  and  private  banks 
in  Ireland  varies  considerably  more. 
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Table,  shnvinrj  the  Circulation  of  the  .Hank  of  Ireland 
[including  Branches)]  the  Circulation  of  the  Branches  alone; 
a in!  the  ( 'irculation  of  the  Irish  Joint-stock  and  Private  Banks  : 
on  the  lust  Saturday  of  April,  August,  and  December,  of  the 
Yean  1834  to  1839. 


I.-BANK  OF  IRELAND  AND  BRANCHES. 

1834. 

1835. 

1836. 

1837. 

1838. 

1839. 

April  .     . 
August 

December 

e 

8,922,800 

3,452,800 
3,926,800 

£ 
3,798,500 
3,198,700 
3,574,200 

£ 
3,614,100 
3,133,500 
3,481,100 

£ 
3,332,300 
2,921,600 
3,265,700 

£ 
3,398,400 
3,055,800 
3,474,500 

£ 
3,536,400 
2,981,800 
3,192,200 

II.-BRANCHES  OF  THE  BANK  OF  IRELAND. 

April   .     . 
August    . 
December 

\  No  separate  account  kept  at 
j                   this  time. 

1                  1 

-!   1,056,200 
I  1,342,300 

1,357,600 
1,257,600 
1,695,600 

1,572,000 
2.211,900 
1,464,000 

III.-JOINT-STOCK  AND  PRIVATE  BANKS. 

April  .     . 
August    . 

December 

1,386,165 
1,140,654 
1,666,269 

1,517,648 
1,264,572 
1,959,542 

2,083,431 
1,928,900 
1,787,586 

1,798,724 
1,480,240 
2,204,286 

2,366,774 
1,881,906 
2,972,034 

2,588,377 
1,982,122 
2,629,205 

"  It  will  be  observed,  that  in  the  year  1836,  with  regard 
to  the  joint-stock  banks,  there  was  a  departure  from  the 
law,  which  usually  increases  the  Irish  circulation  very 
rapidly  between  the  months  of  August  and  December;  for 
in  1836  the  Agricultural  and  Commercial  Bank  of  Ireland 
stopped  payment;  that  brought  on  a  run  for  gold  upon 
the  other  banks,  and  thus  the  circulation  of  those  banks 
became  reduced.  This  is  the  only  year  in  which  there 
is  not  a  very  considerable  increase  in  the  circulation  of 
the  joint-stock  banks  of  Ireland  between  August  and 
December. 

"  To  what  do  you  attribute  this  uniform  increase  of  the 
Irish  circulation  towards  December? — I  attribute  it  to  the 
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trade  in  corn,  and  bacon,  and  cattle,  which  commences  in 
the  months  of  September  and  October  in  every  year;  the 
produce  of  the  harvest  commences  to  be  brought  to  market 
in  September;  but  the  bacon  is  made  in  the  beginning  of 
October.  The  bacon  must  be  made  in  cold  weather,  and 
therefore  pigs  are  reared  so  as  to  be  fit  for  killing  by  the 
1st  of  October;  and  in  the  beginning  of  October  the  pro- 
vision merchants  send  out  their  men  to  purchase  pigs  at 
the  different  markets,  and  they  get  notes  from  the  bank. 
The  cattle  trade  is  conducted  in  the  same  way ;  men  go  to 
the  market  to  buy  pigs  and  cattle,  and  take  them  over  to 
Bristol  and  Liverpool,  but  chiefly  to  Bristol  from  the  part 
where  I  was.  Those  notes  are  chiefly  issued  in  three  ways. 
During  the  summer,  the  merchants,  having  their  capital 
unemployed,  lodged  it  as  deposits  in  the  bank;  then,  when 
the  season  for  trade  commenced,  they  drew  out  their  de- 
posits, in  the  form  of  notes.  Afterwards,  they  brought  us 
bills  upon  their  factors  in  London,  and  our  notes  were 
issued  in  discounting  those  bills  which  they  had  drawn 
against  the  exportations  of  bacon  and  cattle.  The  dealers 
took  their  pigs  and  cattle  over  to  Bristol,  and  sold  them 
in  the  various  markets  and  fairs  in  the  west  of  England, 
and  received  the  notes  which  were  circulating  in  that  dis- 
trict, and  took  them  to  Mr.  Stuckey,  and  got  a  letter  of 
credit  upon  me,  payable  on  demand,  for  the  amount.  So 
that  our  notes  were  issued,  in  the  first  place,  by  the  with- 
drawal of  deposits;  secondly,  for  the  discounting  of  bills 
on  London,  drawn  against  the  exports  which  were  made; 
and  thirdly,  for  the  payment  of  letters  of  credit  which  had 
been  obtained  by  the  parties  who  had  sold  Irish  cattle  in 
the  English  markets.  The  notes  were,  therefore,  drawn 
out  by  the  trade  of  the  country,  and  of  course  it  was  not 
in  our  power  to  withhold  issuing  those  notes,  unless  we 
wished  to  cramp  the  trade  of  the  country." 
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Laws  of  the  Currency  in  Ireland,  since  1845.' — In  the 
year  1845  an  Act  was  passed  for  the  regulation  of  bank 
notes  in  Ireland.  The  average  amount  of  notes  that  had 
bees  in  circulation  during  the  year  ending  May  1,  1845 
(  £<  1.354,494),  was  made  the  fixed  or  authorized  issue.  For 
any  amount  beyond  its  authorized  issue,  each  bank  was 
required  to  hold  an  equal  sum  in  gold  or  silver  coin,  the 
silver  not  to  exceed  one-fourth  of  the  whole.  The  Act 
came  into  operation  on  the  6th  Dec.  1845,  and  from  that 
period  each  bank  has  made  returns  to  the  Government, 
staling  the  average  amount  of  notes  in  circulation  during 
the  preceding  four  weeks,  distinguishing  the  notes  under 
j£5  from  those  of  d£5  and  upwards,  and  stating  the  amounts 
of  gold  and  silver  coin  it  held  in  its  vaults.  These  returns  are 
made  bv  all  the  banks  of  circulation  in  Ireland.  These  are 
— the  Bank  of  Ireland,  the  Provincial  Bank  of  Ireland, 
the  National  Bank,  and  the  three  banks  in  Belfast,  viz., 
the  Northern  Banking  Company,  the  Belfast  Banking 
Company,  and  the  Ulster  Banking  Company. 

We  possess  these  returns  for  every  four  weeks  from  Jan. 
1846,  to  the  present  time.  By  adding  together  all  the  re- 
turns made  during  each  year,  and  then  dividing  by  thirteen, 
we  obtain,  of  course,  the  average  amounts  in  circulation 
from  1846  to  the  year  1851,  inclusive.  I  have  also  added 
the  proportion  per  cent,  these  averages  bear  to  the  certified 
circulation  of  =£6,354,494.  The  following  are  the  average 
amounts  of  circulation: 


Average 

Proportion  to 

Circulation. 

Certified  Circulation. 

. 

.    £7,259,948 

.       11425 

. 

6,008,833 

94-55 

1  This  article  is  an  abstract  of  a  paper  read  before  the  Statistical 
Section  of  the  British  Association,  at  their  meeting  held  at  Belfast 
in  the  year  1S52. 


246  THE    HISTORY,    PRINCIPLES,    AND 


Average 

Proportion  to 

Circulation. 

Certified  Circulation 

1848 

.     £4,828,992 

76 

1849 

4,310,283 

67-83 

1850 

4,512,444 

71 

1851 

4,462,909 

70-25 

It  appears  that,  if  the  authorized  issue  be  represented 
by  the  number  100,  the  actual  circulation  for  the  six  years, 
1846  to  1851,  inclusive,  will  be  represented  by  the  numbers 
114,  94,  76,  67,  71,  70.  The  question  naturally  occurs  to 
us — What  is  the  cause  of  this  great  falling  off  in  the  annual 
circulation  since  the  passing  of  the  Act  of  1845?  In  reply, 
we  may  observe  that  the  annual  productiveness  of  the 
harvest  would  affect  the  amount  of  notes  in  circulation. 
From  the  description  of  the  harvests  given  in  the  annual 
reports  of  the  Provincial  Bank  of  Ireland,  we  learn  that 
the  years  1846  and  1848  were  disastrous  in  regard  to  the 
produce  of  the  harvest;  and  we  consequently  find,  as  we 
should  naturally  expect,  a  falling  off  in  the  following  years 
in  the  circulation  of  bank  notes.  We  may  also  observe, 
that  a  bad  harvest  in  one  year  may,  by  the  distress  it  pro- 
duces, cause  a  less  production  of  commodities  in  several 
following  years,  and  hence  there  may  be  a  less  demand  for 
bank  notes.  In  a  bad  harvest  the  farmer  consumes  his  own 
produce  instead  of  selling  it,  and  thus  requires  not  the  use 
of  notes.  If  his  potatoes  are  destroyed  he  will  consume  his 
grain.  The  distress  of  the  farmer  also  diminishes  the  in- 
struments of  reproduction.  If  he  has  no  potatoes  he  can 
rear  no  pigs.  An  abundant  crop  of  potatoes  produces  in 
the  following  year  an  abundant  crop  of  pigs,  but  a  famine 
of  potatoes  will  be  followed  by  a  famine  of  pigs ;  and  hence 
the  distress  of  one  year  may  have  an  effect  upon  the  cir- 
culation of  notes  in  several  succeeding  years.  After  the 
failure  of  the  potato  crop  in  1846,  the  exportation  of  swine 


PRACTICE    OF    HANKING.  247 

was  reduced  from  480,827  in  1846,  to  106,407  in  1847. 
The  potato  crop  again  failed  in  1848.  The  number  of 
swine  exported  in  1848  was  110,787;  in  1849  it  was  only 
68,053. 

We  ma  v  also  observe,  that  a  reduction  in  the  quantity 
of  commodities  produced  may  be  caused  by  a  reduction  in 
the  number  of  producers,  and  this  would  occasion  a  less 
demand  for  bank  notes.  It  appears,  from  the  Census  of 
1841  and  1851,  that,  between  these  two  periods,  the  popu- 
Lation  declined  1,659,330,  or  at  the  rate  of  20  per  cent.; 
and  calculations  have  been  made  to  show  that  the  whole  of 
this  decrease  had  taken  place  since  the  year  of  the  famine, 
1846.  Such  a  decrease,  from  whatever  cause,  must  be 
attended  with  a  decrease  in  the  commodities  produced 
and  consumed  by  those  individuals,  and  will  consequently 
have  occasioned  a  less  demand  for  banknotes  to  pay  for 
those  commndities.  If  the  lands  previously  occupied  by 
this  departed  population  remain  uncultivated,  there  is  a 
direct  decrease  in  the  agricultural  produce.  Such  might 
be  the  effect  where  the  occupants  died.  Emigration 
might  produce  an  additional  effect.  The  emigrants,  be- 
fore their  departure,  would  change  all  their  bank  notes 
into  gold  to  take  with  them,  and  thus  would  occasion 
a  further  reduction  of  the  circulation.  This  decrease 
of  the  population  occurred  chiefly  among  those  who 
had  but  small  holdings  in  land.  Those  small  cultivators 
are  compelled  to  bring  their  produce  to  market  immedi- 
ately after  the  harvest,  and  hence  the  circulation  rises  in 
September  and  October.  From  these  small  holdings,  too, 
the  produce  is  brought  to  market  in  small  quantities — 
"  each  man  brings  his  sack  of  oats,  or  two  or  three  pigs,  to 
market " — and  hence  the  circulation,  thus  occasioned,  must 
consist  chiefly  of  small  notes.  We  may  further  observe, 
that  the  amount  of  notes  which  circulate  in  a  country  will 
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also  be  affected  by  the  quantity  of  commodities  exported, 
and  the  quantity  imported.  The  season  in  which  there  is 
the  greatest  export  of  commodities  is  the  season  of  the 
highest  circulation.  But  importation  withdraws  the  notes 
previously  in  circulation.  The  effect  of  diminished  exports 
and  increased  imports  is  referred  to  in  the  Reports  of  the 
Provincial  Bank  of  Ireland,  every  year  from  1847  to  1851 ; 
and  Mr.  Murray  states,  in  his  evidence  before  the  Com- 
mittee on  Commercial  Distress,  that  not  only  was  the 
amount  of  notes  reduced,  but  also  that  of  silver. 

Thus  we  find  that  the  reduction  in  the  amount  of  notes 
in  circulation  in  Ireland  has  been  preceded  or  accom- 
panied by  a  reduction  in  the  amount  of  commodities  pro- 
duced, occasioned  by  a  reduced  productiveness  in  the  land 
actually  cultivated,  a  destruction  of  the  instruments  of  re- 
production by  the  distress  thus  occasioned,  a  reduction  in 
the  number  of  producers  by  deaths  and  emigration,  and 
the  exportation  of  an  increased  portion  of  its  capital  in 
exchange  for  food.  But  there  is  another  circumstance 
that  concurs  in  powerfully  producing  the  same  effect — 
that  is,  the  prices  at  which  the  commodities  brought  to 
market  are  sold. 

The  failure  of  the  crops  in  Ireland  led  the  late  Sir 
Robert  Peel  to  introduce  "  An  Act  to  amend  the  Laws  re- 
lating to  the  Importation  of  Corn."  It  is  9  &  10  Vict., 
cap.  22,  and  was  passed  June  26,  1846.  A  large  reduction 
was  made  in  the  duty  immediately;  and  it  was  euacted 
that,  after  the  first  day  of  February,  1849,  the  duty  on 
wheat,  barley,  oats,  &c,  should  be  only  Is.  per  quarter. 
And  in  consequence  of  the  increased  distress  in  Ireland, 
another  Act  was  passed,  in  January,  1847  (9  Vict.,  cap.  1), 
to  suspend,  until  the  first  day  of  the  following  September, 
all  duties  on  the  importation  of  corn.  In  consequence  of 
these  Acts,  large  importations  took  place,  and  the  prices 
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gradually  declined.  I  have  no  means  of  ascertaining  the 
average  prices  of  grain  throughout  Ireland,  but  I  have 
obtained  from  a  London  corn-merchant  the  average  prices 
of  wheat,  barley,  and  oats,  for  each  year  from  1841  to 
1851,  and  ta king  in  each  case  the  prices  of  the  year  1845 
as  represented  by  100,  I  have  calculated  the  variations  per 
cent,  in  the  subsequent  years.  On  comparing  the  years 
1845  and  1851,  we  find  that  the  circulation  has  declined 
3578  per  cent.,  the  price  of  wheat  has  declined  24  per 
cent.,  of  barley  21*85  per  cent.;  and  of  oats  17 '40  per  cent. 
If  we  compare  the  year  1841  with  1851,  the  decline  of  the 
circulation  will  only  be  at  the  rate  of  16*7  per  cent.,  while 
the  price  of  wheat  shows  a  decline  of  40  per  cent.,  of 
barley  25  per  cent.,  and  of  oats  17  per  cent. 

From  the  whole,  we  infer  that  the  difference  between 
the  amount  of  bank  notes  circulating  in  a  country  at  two 
distant  periods  cannot  be  regarded  as  any  correct  test  of 
the  condition  of  its  inhabitants  at  those  periods,  unless  we 
take  into  account  all  the  circumstances  by  which  that 
difference  is  attended — that  the  decline  of  the  circulation 
of  bank  notes  in  Ireland,  from  the  year  1845  to  1851,  is  no 
accurate  measure  of  the  distress  that  has  existed  in  the 
country,  as  other  causes  besides  distress  have  concurred  in 
producing  that  effect — that  in  comparing  the  circulation 
of  1845  and  1851,  we  are  making  a  comparison  unfavour- 
able to  the  country,  as  the  year  1845  was  a  year  remark- 
able for  the  high  amount  of  its  circulation — and  that  we 
should  indulge  in  no  gloomy  inferences  as  to  the  condition 
of  the  country  even  if  the  circulation  should  never  recover 
its  former  amount. 

Having  considered  the  changes  that  have  taken  place  in 
the  annual  amount  of  notes  that  have  circulated  in  Ireland 
since  the  passing  of  the  Act  of  1845,  I  shall  consider  the 
monthly  changes  in  the  amount  of  the  circulation. 
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Let  us  take  up  the  returns,  and  look  at  any  year  we 
please,  and  we  shall  find  that  all  the  months  vary  from 
each  other.  Beginning  at  January,  the  amount  of  the 
circulation  usually  declines — slowly  at  first,  but  more 
rapidly  in  May,  June,  and  July,  until,  by  the  end  of 
August,  we  arrive  at  the  lowest  point.  Then,  in  Septem- 
ber, it  begins  to  ascend,  and  goes  on  increasing  till  January, 
and  then  again  declines  till  August.  Now,  let  us  inquire 
what  are  the  laws  which  regulate  these  monthly  variations. 
I  stated  that  the  annual  variations  were  caused  by  varia- 
tions in  the  quantity  and  price  of  agricultural  produce. 
But,  as  no  notes  could  be  put  into  circulation  until  this 
produce  is  brought  to  market,  the  monthly  circulation 
must  depend  upon  the  quantity  of  produce  brought  to 
market  within  the  month.  Now,  it  has  been  the  custom  in 
Ireland  to  commence  bringing  the  produce  to  market  im- 
mediately after  the  harvest.  Hence  arises  the  increase  of 
the  notes  in  September,  and  their  further  increase  in  the 
following  months.  But  in  the  beginning  of  the  year  the 
landlords  collect  their  rents,  and  receive  from  their  tenants 
the  notes  for  which  this  produce  has  been  sold;  this  brings 
the  notes  back  to  the  bank,  either  to  be  placed  to  his  credit 
(if  he  have  an  account  there),  or,  otherwise,  in  exchange 
for  a  letter  of  credit  on  Dublin,  or  a  bill  on  London.  The 
circuit  of  a  note,  then,  is  this: — It  is  obtained  from  the 
bank  by  a  corn-merchant,  who  pays  it  to  a  farmer  for  his 
corn,  which  he  ships  to  England.  The  farmer  afterwards 
pays  the  note  for  rent  to  his  landlord,  who  brings  it 
l>;ick  to  the  bank.  Every  month  the  bank  is  issuing  and 
retiring  notes ;  but,  from  August  to  January,  it  issues 
more  than  it  retires,  and  hence  the  amount  of  notes  in 
circulation  increases ;  and  from  January  to  August  it 
retires  more  notes  than  it  issues,  and  hence  the  circulation 
falls. 
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Wo  may  notice  another  feature  suggested  to  us  by  these 
Public  Returns.  We  observe  that  a  portion  of  the  circu- 
lation consists  of  notes  of  =£5  and  upwards,  and  another 
portion  of  notes  under  £5 ;  and  it  may  be  useful  to  inquire 
if  these  two  classes  of  notes  are  subject  to  the  same  laws, 
and  whether  they  rise  and  fall  at  the  some  time  and  in 
exact  proportion  to  each  other.  Viewing  the  monthly  cir- 
culation, we  observe  that  the  small  notes,  like  the  large 
notes,  are  at  their  lowest  amount  about  the  month  of 
August,  and  at  their  highest  amount  about  January.  But 
we  observe,  also,  that  from  August  the  small  notes  increase 
more  rapidly  than  the  large  ones,  and  after  January  they 
decline  more  rapidly;  so  that  in  every  year  the  proportion 
of  small  notes  in  circulation  is  greater  in  January  than  in 
August.  It  may  be  observed,  too,  that  the  circulation  of 
the  Belfast  banks  includes  a  much  larger  proportion  of 
small  notes  than  is  contained  in  the  circulation  of  the  other 
banks.  To  show  this,  it  will  be  sufficient  to  analyze  one 
of  these  returns.  Upon  the  total  circulation  of  all  the 
banks,  the  proportion  of  small  notes  on  the  7th  of  August, 
1852,  is  49*39  per  cent. ;  upon  that  of  the  Bank  of  Ireland, 
3473  per  cent.;  the  Provincial  Bank,  58 '82  per  cent.;  the 
National  Bank,  59*93  per  cent.;  and  the  Belfast  Banks, 
86*55  per  cent. 

I  have  one  feature  more  to  notice  in  these  returns — that 
is,  the  amount  of  gold  and  silver  kept  by  the  banks,  in 
order  to  meet  the  payment  of  their  notes.  For  several 
years  past  the  Act  of  1845  has  not  required  the  Irish  banks 
to  keep  any  amount  of  gold  or  silver,  for  they  have  always 
been  below  the  authorized  circulation;  but  another  Act, 
passed  in  the  year  1828,  through  the  influence  of  Mr. 
Spring  Eice — (Lord  Monteagle) — requires  that  all  notes 
should  be  payable  in  gold  on  demand  at  the  place  of  issue. 
The  gold  and  silver  kept  by  the  banks  have  only  been  to 
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the  amount  that  they  deemed  necessary  or  prudent  for  the 
purposes  of  business. 

We  observe  from  these  returns  that  the  annual  average 
amount  of  gold  and  silver  kept  by  all  the  banks  has  varied 
from  29  to  36  per  cent.  We  observe,  too,  that  in  the  years 
when  the  circulation  has  been  low,  the  amount  of  gold  and 
silver  has  been  higher  in  proportion  than  in  those  years 
when  the  circulation  has  been  high.  Taking  the  average 
of  years  from  1847  to  1851,  the  lowest  amount  of  gold,  in 
proportion  to  its  circulation,  has  been  kept  by  the  Bank 
of  Ireland.  The  proportion  varies  from  24  per  cent,  in 
1851,  to  30  per  cent,  in  1849.  The  highest  proportion  has 
been  kept  by  the  Provincial  Bank.  It  has  varied  from  38 
per  cent,  in  1851,  to  52  per  cent,  in  1849.  We  may  also 
state  that,  in  the  monthly  variations,  the  lower  the  cir- 
culation the  higher  the  proportionate  amount  of  gold  and 
silver.  This  arises,  it  may  be  presumed,  from  the  circum- 
stance that  the  banks  do  not  vary  the  amount  of  their  gold 
and  silver  with  every  variation  of  the  circulation.  The 
proportion  of  silver  to  gold  kept  by  all  the  banks,  has 
varied  from  20  to  33  per  cent.,  but  the  proportion  varies 
very  much  with  different  banks. 

The  amount  of  gold  necessary  to  be  kept  against  any 
given  amount  of  notes  in  circulation  is  purely  a  question 
of  management,  and  depends  upon  a  variety  of  circum- 
stances. The  degree  of  public  confidence  the  bank  may 
have  acquired,  the  excitable  character  of  the  population, 
the  state  of  commercial  credit,  the  facility  of  obtaining 
supplies,  and  the  rapidity  of  communication  with  its 
branches,  are  all  to  be  taken  into  calculation  by  a  prudent 
banker.  Gold  can  now  be  so  readily  obtained  from  Eng- 
land by  means  of  steamboats,  and  distributed  throughout 
Inland  by  means  of  railways,  that  so  large  an  amount 
may  not  be   so  necessary  as  formerly.     The  railways  and 
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t hi'  electric  telegraph  are  useful  to  bankers,  and  present  a 
striking  instance  of  the  utility  of  scientific  discoveries  to 
men  of  business. 

Abolition  of  Small  Notes. — The  following  is  the  report 
of  the  Select  Committee  of  the  House  of  Commons,  made 
in  1826,  respecting  the  abolition  in  Ireland  of  notes 
under  =£5 : 

"  With  respect  to  the  circulation  of  Ireland,  the  in- 
quiries of  your  Committee  have  been  less  extensive  than 
those  which  they  have  instituted  with  respect  to  Scot- 
land. 

"  The  first  law  in  Ireland  which  restrained  the  negotia- 
tion of  promissory  notes,  was  an  Act  passed  in  the  Irish 
Parliament  in  the  year  1799. 

"  The  preamble  recites  that  various  notes,  bills  of  ex- 
ehange,  and  drafts  for  money,  have  been  for  some  time  past 
circulated  in  lieu  of  cash,  to  the  great  prejudice  of  trade 
and  public  credit;  and  that  many  of  such  notes  are  made 
payable  under  certain  terms,  with  which  the  poorer  classes 
of  manufacturers  and  others  cannot  comply,  unless  by  sub- 
mitting to  great  extortion  and  abuse.  It  adds,  that  the 
issue  of  such  notes  has  very  much  tended  to  increase  the 
pernicious  crime  of  forgery;  and  the  Act  proceeds  to  apply 
to  notes  between  the  value  of  =£5  and  20s.  similar  restric- 
tions to  those  which  had  been  applied  to  such  notes  issued 
in  England  by  the  Act  which  passed  in  the  year  1777.  It 
permits,  however,  during  the  suspension  of  cash  payments 
by  the  Bank  of  Ireland,  the  issue  of  bank-post  bills,  bills 
of  exchange,  and  drafts  under  certain  regulations,  for  any 
sums  not  less  than  three  guineas.  This  Act  did  not  extend 
to  the  Bank  of  Ireland. 

"  In  1805,  this  and  some  other  Acts  which  had  passed 
in  the  interim  relating  to  the  issue  of  small  notes,  were  re- 
pealed ;  and  notes  under  20s.,  which  had  been  previously 
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admitted  under  certain  regulations  by  the  Act  of  1799, 
were  declared  void. 

"  There  is  at  present  no  law  in  force  imposing  any  limita- 
tion to  the  period  for  which  notes  for  a  sum  not  less  than 
20s.  may  be  issued  in  Ireland. 

"  A  tolerably  correct  estimate  of  the  amount  of  promis- 
sory notes,  above  and  below  =£5,  circulating  in  Ireland,  may 
be  formed  from  the  subjoined  returns  made  by  the  Bank 
of  Ireland,  and  by  other  banks  at  present  established  in 
that  country. 

"  Bank  of  Ireland  notes. — An  account  of  the  average 
amount  of  the  Bank  of  Ireland  notes  of  <£5  and  upwards 
(including  bank-post  bills)  for  the  years  1820,  1821,  1822, 
1823,  1824,  and  1825: 

Irish  currency. 
£  s.      d. 
M  Notes  and  post-bills  of   <£5  and  up- 
wards         3,646,660  19     6 

"  An  account  of  the  average  amount  of  the  Bank  of 
Ireland  notes  under  the  value  of  J25  (including  bank-post 
bills)  for  the  years  1820,  1821,  1822,  1823,  1824,  and 
1825: 

Irish  currency. 
£  s.     d. 

"  Notes  and  post-bills  under  the  value 

of<£5 1,643,828     0     5 

"  It  appears  from  the  evidence  that  a  practice  prevails 
in  Ireland  of  issuing  notes  for  the  payment  of  sums  be- 
tween one  and  two  pounds,  for  three  guineas,  and  other 
fractional  sums. 

"  Your  Committee  see  no  public  advantage  arising  out 
of  this  practice,  and  they  are  of  opinion  that  it  ought  to 
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be  discontinued,  as  it  tends  to  dispense  with  the  silver 
coin,  and  practically  to  exclude  it  from  circulation.1 

11  Your  Committee  hesitate,  in  the  present  imperfect 
state  of  their  information,  to  pronounce  a  decisive  opinion 
upon  the  general  measures  which  it  may  be  fitting  to 
adopt  with  respect  to  the  paper  currency  of  Ireland. 

"  Although  they  are  inclined  to  think  that  it  would  not 
be  advisable  to  take  any  immediate  step  for  the  purpose 
of  preventing  the  issue  of  small  notes  in  Ireland,  their 
impression  undoubtedly  is,  that  a  metallic  currency  ought 
ultimately  to  be  the  basis  of  the  circulation  in  that 
country. 

"  It  will  probably  be  deemed  advisable  to  fix  a  definite, 
though  not  an  early  period,  at  which  the  circulation  in 
Ireland  of  all  notes  below  =£5  shall  cease;  and  it  is  de- 
serving of  consideration,  whether  measures  might  not  be 
adopted  in  the  interim  for  the  purpose  of  insuring  such 
a  final  result  by  gradual,  though  cautious,  advances  to- 
wards it." 

The  following  is  a  summary  of  the  evidence  given  before 
the  Committees  of  the  two  Houses  of  Parliament,  as  to  the 
effect  of  abolishing  the  small  note  circulation  in  Ireland: 

1.  Small  currency  is  necessary  to  carry  on  the  commer- 
cial transactions  of  the  country. 

John  Acheson  Smyth,  Esq.,  Agent  for  the  Belfast  Bank 
at  Londonderry. 

11  In  Lancashire,  I  believe  all  the  raw  materials  are 
bought  in  large  parcels,  and  by  bills.  In  Ireland,  the  raw 
material  is  all  bought  in  small  parcels,  and  all  in  small 
notes.     In  Lancashire,  there  is  only  cash  wanted  to  pay 

1  The  Act  8  &  9  Vict.,  c.  37  (1845)  prohibits  under  penalties  the 
issue  of  notes  for  fractional  parts  of  a  pound. 
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the  workmen,  but  we  want  it  both  to  pay  the  workmen  and 
to  buy  the  raw  material.  The  provision  and  grain  that  we 
send  to  England  are  also  bought  in  small  notes,  and  we  are 
reimbursed  by  drawing  bills  for  our  shipments."1 

Pierce  Mahony,  Esq.,  Solicitor  to  the  Provincial 
Bank  of  Ireland. 

"  If  the  banks  were  prevented  issuing  notes  under  the 
amount  of  =£5,  would  any  inconveniences  arise  in  conduct- 
ing the  trade  of  the  south  of  Ireland  ? — The  trade  of  Ire- 
land generally,  and  especially  in  the  south  of  Ireland, 
would  be  greatly  inconvenienced,  and  the  growth  of  manu- 
factures would  be  decidedly  checked,  if  not  destroyed,  by 
such  a  measure.  From  the  great  subdivision  of  land  in 
Ireland,  and  particularly  in  the  south  and  west  (where 
the  population  is  almost  exclusively  agricultural),  the  pro- 
duce is  disposed  of  in  small  portions,  scarcely  ever  repre- 
senting =£5,  and  almost  universally  under  that  amount.  I 
am  of  opinion  that  the  withdrawal  of  all  notes  under  that 
amount  would  have  the  effect  of  curtailing  the  accommo- 
dation the  banks  now  afford  to  the  public  to  a  ruinous 
extent,  and  that  the  trade  of  the  country  under  such  cir- 
cumstances would  not  afford  profitable  employment  for 
banking  capital  to  any  extent ;  and,  therefore,  I  should 
anticipate  the  withdrawal  of  such  establishments,  except, 
perhaps,  at  Cork  and  Belfast.  In  the  south  and  west  of 
Ireland,  from  the  nature  of  the  provision  and  corn  trade, 
the  chief  demand  for  notes  or  for  gold  commences  in 
October,  and  continues  until  March,  when  that  trade  is 
nearly  over  for  the  season.  From  March  until  October 
the  butter  trade  is  almost  the  only  one  in  the  south  and 

1   Commons'  Report,  p.  77. 
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west  of  Ireland;  and  as  that  trade  would  not  employ  all 
the  capital  that  is  required  in  the  winter  season,  the  effect 
would  be,  if  sovereigns  were  substituted  for  small  notes, 
that  the  extra  supply  required  for  the  corn,  beef,  and  pork 
trade,  must  remain  idle  in  the  banker's  chest,  or  be  re- 
mitted at  great  risk  and  expense  for  employment  elsewhere 
during  the  summer  and  autumn. 

11  Do  you  think,  if  a  metallic  circulation  were  adoj)ted, 
that  there  would  be  a  difficulty  in  maintaining  that  me- 
tallic circulation? — I  do;  because  the  trade  in  the  south 
and  west  of  Ireland  is  periodical;  the  remittances  from 
those  districts  of  Ireland  would  force  the  gold  away  at 
certain  periods,  and  it  must  be  returned  at  others,  with 
considerable  expense,  to  meet  the  trade  of  the  country."  ' 

2.  A  gold  currency  would  be  more  inconvenient  than 
notes,  and  would  not  be  so  well  liked  by  the  people. 

Leonard  Dobbin,  Esq.,2  Agent  for  the  Northern  Banking 
Company  of  Belfast,  at  Armagh. 

"  Do  the  people  of  the  north  of  Ireland  manifest  any 
wish  for  gold  in  preference  to  notes,  or  for  notes  in  pre- 
ference to  gold? — They  decidedly  prefer  notes,  and  the 
weavers  have  refused  to  carry  gold  out  of  the  market 
lately. 

"  Can  you  assign  any  reason  for  this  preference? — 
There  are  many  reasons  that  I  could  assign.  The  bank 
notes  are  now  the  established  currency;  the  people  are 
perfectly  acquainted  with  them.  If  a  man  should  lose 
notes,  or  a  house  be  robbed,  or  if  there  is  a  forgery,  it 
would  be  much  better  for  them   to  trace  notes  than  it 

1  Commons'  Report,  pp.  250,  251. 

2  This  gentleman  was  afterwards  agent  for  the  Bank  of  Ireland 
at  Armagh,  and  M.  P.  for  that  place. 

II.  s 
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would  gold.  I  have  often  assisted  poor  people  in  tracing 
notes  that  were  robbed,  and  forged  notes,  whereas  the  gold 
could  not  be  traced  so  readily.  Another  reason  I  would 
give  is  this,  guineas  became  light,  and  were  troublesome 
to  the  people.  When  standing  beam  there  was  Is.  charged, 
and  when  lighter  than  standing  beam  2s.  6d. ;  and  when 
gold  was  scarce,  and  bank  notes  not  a  legal  tender,  the 
land  agents  refusing  to  take  anything  but  gold,  the  tenants 
were  obliged  to  pay  from  Is.  to  4s.  on  a  guinea,  discount. 
Some  agents  would  only  take  gold  "  ' 


J.  A.  Smyth,  Esq.,  Linen  Merchant,  and  Agent  for  the 
Belfast  Bank  at  Londonderry. 

"  I  am  in  the  habit  of  employing  my  linen  buyers  to  go 
to  the  country  markets,  and  I  must  supply  them  with  the 
week's  money  before  they  start,  perhaps  five  hundred  or  a 
thousand  pounds.  They  have  to  go  through  the  interior 
of  the  country,  and  do  not  return  for  a  week.  They  make 
their  purchases  all  in  small  quantities,  and  it  is  more  con- 
venient for  them  to  carry  notes  than  gold."  2 

Arthur  Guinness,  Esq.,  Director  of  the  Bank  of 

Ireland. 

"  I  conceive,  that  with  the  persons  who  handle  the  cir- 
culation of  the  country,  there  is  a  decided  preference  in 
favour  of  small  notes  over  cash  in  every  respect.  I  speak 
from  mine  own  experience;  for  I  remember  perfectly  well, 
before  the  restrictions  upon  cash  payments,  when  gold 
was  a  great  inconvenience  in  trade.  I  speak  of  those  who 
handle  the  currency  of  the  country,  among  whom  I  think 

1  Commons'  Report,  p.  243.  ■  Lords'  Report,  p.  7. 
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the  preference  is  in  favour  of  the  small  notes,  as  more 
convenient,  more  portable,  and  less  liable  to  counterfeit. 
I  conceive  these  to  form  the  general  grounds  of  pre- 
ference." ' 

:!.  The  profits  of  the  banking  establishments  would  be 
so  much  diminished,  that  they  could  not  extend  the  same 
accommodation  to  the  agricultural  and  commercial  classes. 

W.  P.  Lunnel,  Esq.,  Director  of  the  Bank  of  Ireland. 

"  If  the  notes  under  £5  were  prohibited,  would  the 
profits  of  the  Bank  of  Ireland  be  materially  affected  by 
such  prohibition? — I  should  expect  that  they  would  suffer: 
they  must  sacrifice  a  certain  profit. 

"  Have  you  considered  to  what  extent  the  profits  of 
other  bankers  would  be  affected? — I  should  expect  that 
the  principal  circulation  of  the  country  bankers  is  in  small 
notes,  and  therefore  in  that  proportion  they  would  suffer."  a 

John  Holmes  Houston,  Esq.,  Banker  at  Belfast. 

"  If  all  the  notes  under  £5  were  prohibited  to  be  issued, 
would  it  be  worth  while,  in  your  opinion,  to  keep  the 
establishment  of  a  bank  at  Belfast? — I  do  not  think  it 
would,  except  by  carrying  it  on  in  the  same  manner  as  it 
formerly  was — to  keep  a  discount  office,  charging  a  com- 
mission on  discounting  bills,  because  £5  notes  would  not 
circulate.  Then  our  circulation  would  be  so  trifling  it  would 
not  answer." 3 

H.  A.  Douglas,  Esq.,  Director  of  the  Provincial  Bank 

of  Ireland. 

"  I  consider  the  cash  account  system  and  the  one-pound 

1  Commons'  Report,  p.  237. 

■  Lords'  Report,  p.  108.  3  Ibid.,  p.  35. 
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circulation  so  connected,  that  if  the  notes  are  withdrawn, 
it  is  understood  that  our  establishment  will  not  grant  any 
further  cash-credits.  The  business  which  we  carry  on,  even 
if  we  charged  a  higher  rate  of  interest,  or  a  commission, 
would  not  be  of  sufficient  magnitude  to  repay  us  for  the 
expense  of  our  establishment,  independent  of  our  notes.  If 
the  issue  of  small  notes  be  withdrawn,  then  we  cannot 
afford  to  allow  interest  on  deposits."  1 

4.  The  abolition  of  small  notes  would  prevent  the  in- 
vestment of  British  capital  in  the  present  banking  estab- 
lishments. 

T.  S.  Rice,  Esq.,  M.P.  (Lord  Monteagle),  Director 
of  the  Provincial  Bank  of  Ireland. 

"  Is  it  your  opinion,  that  if  all  notes  under  d£5  were 
abolished,  a  considerable  inconvenience  would  arise  in  the 
ordinary  traffic  in  Ireland? — I  conceive  that  it  would.  I 
conceive  that  the  first  effects  of  the  extinction  of  all  notes 
below  =£5  would  be  a  much  more  considerable  diminution 
of  the  general  mass  of  the  circulating  medium  in  Ireland 
than  in  England. 

"  I  fear  extremely  that  if  anything  were  to  occur  which 
materially  diminished  the  profits  of  our  establishment,  it 
would  have  the  effect  of  depriving  us  of  one  of  the  chief 
benefits  of  the  establishment,  namely,  the  support  and 
control  of  British  capitalists,  and  conducting  the  bank  by 
British  merchants,  and  upon  British  commercial  principles. 
I  conceive  a  rate  of  profit,  rather  higher  than  the  average 
rate  of  profits,  is  essential  to  induce  persons  so  circum- 
stanced to  engage  in  such  a  business,  more  particularly 
when  it  is  considered  that  there  is  no  limitation  of  respon- 
sibility by  the  grant  of  charters."  - 

1  Lords'  Report,  pp.  24,  26,  27.  ■  [bicL,  pp.  47,  51. 
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5.  The  gold  currency  would  be  sent  out  of  the  country, 
whenever  it  bore  a  premium  in  England. 

Henry  H.  Hunt,  Esq.,  Local  Director  of  the  Provincial 
Bank  of  Ireland  at  Waterford. 

"  What  do  you  think  would  be  the  consequence  of  a 
law  which  prohibited  the  issue  of  notes  below  <£5,  both  by 
the  Bank  of  Ireland  and  by  any  other  banking  establish- 
ment in  Ireland? — I  should  think  it  would  be  very 
hazardous  indeed:  I  should  very  much  apprehend  that 
the  gold  circulation  would  at  times  be  ivithdrawn  in  a 
very  great  degree  from  the  country,  whenever  gold  was 
wanted  in  London ;  for  instance,  a  small  premium  upon 

A   SOVEREIGN    WOULD    INDUCE   A    VAST    QUANTITY    OF    THEM 
TO  BE  BROUGHT  OUT  OP  IRELAND. 

"  Have  you  ever  known  instances  of  quantities  of  gold 
being  brought  over  from  Ireland  to  this  country,  and 
persons  making  a  regular  traffic  of  it? — I  have."  l 

6.  The  proposed  measure  would  cause  general  distress, 
and  prevent  the  progress  of  enterprise. 

John  Robinson  Pim,  Esq.,  General  Merchant  in  Dublin. 

"  The  very  idea  of  curtailing  the  currency  under  £5 
would  have  a  tendency  to  discourage  all  adventure  in 
Ireland  at  present.  I  should  not,  for  one,  be  careful  of 
placing  money  in  any  kind  of  machinery  till  the  effect 
was  tried.  I  fancy  it  would  reduce  property  very  much  in 
that  country, — and  sometimes  fancies  are  almost  as  bad  as 
reality."  2 

Robert  Murray,  Esq.,  the  chief  officer  of  the  Provincial 
1  Commons'  Report,  pp.  73,  74.  2  Lords'  Report,  p.  19. 
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Bank  of  Ireland,  was  examined  as  to  the  establishment  of 
one  Bank  of  Issue  throughout  Ireland.  The  following  is 
his  reply: 

"  It  would  produce  an  entire  revolution  in  the  mone- 
tary affairs  of  Ireland.  The  committee  will  already  have 
gathered,  from  the  questions  I  have  previously  answered, 
that  the  produce  is  brought  to  market  in  very  small 
quantities,  and  by  a  very  large  number,  I  had  almost  said 
an  innumerable  class,  of  farmers ;  each  man  brings  his 
sack  of  oats,  and  two  or  three  pigs  to  market.  It  would  be 
almost  impossible,  in  such  a  state  of  things,  to  regulate  by 
one  bank  of  issue  the  monetary  affairs  of  Irelaud,  or  to 
adapt  it  to  its  purposes  as  it  is  now  situated." 

It  may  be  useful  to  trace  the  effects  of  the  Act  of  1845 
(8  &  9  Vict.,  c.  37)  upon  the  state  of  banking  in  Ireland,  as 
compared  with  the  effects  of  similar  enactments  in  Scot- 
land and  England. 

1.  The  limitation  of  issue  in  Ireland,  as  in  Scotland,  is 
not  absolute.  The  banks  may  issue  beyond  this  limit,  if 
they  retain  an  amount  of  gold  and  silver  equal  to  this 
excess.  In  England  the  prohibition  is  absolute.  The 
probable  effect  will  be  that  these  enactments  will  not  lead 
to  any  permanent  decrease  of  the  circulation  in  Ireland 
or  Scotland.  The  banks  will  merely  import  more  gold 
when  the  circulation  increases.  In  England  it  seems 
probable  thai  the  circulation  will  permanently  decrease. 
Means  will  be  employed  to  conduct  banking  operations 
with  fewer  notes,  and  these  means  will  operate  at  all 
times — when  the  circulation  is  low,  as  well  as  when  it  is 
high. 

The  provision  of  the  Act  of  1845,  which  requires  the 
banks  of  Scotland  and  of  Ireland  to  keep  an  amount  of 
gold  equal  t«>  the  notes  in  circulation  beyond  the  fixed 
limits,  tends,  as  we  have  observed,  to  restrict  the  granting 
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of  cash-credits  in  Scotland.  We  doubl  if  it  will  have  an 
equal  effect  in  Ireland,  simply  because  the  cash-credits 
<>xist  to  only  a  limited  extent.  The  Provincial  Bank  intro- 
duced Hie  system  in  1825,  and  no  system  could  be  better 
adapted  fco  the  state  of  the  country.  It  would  doubtless 
have  greatly  improved  the  condition  and  the  habits  of  the 
people;  but  the  iniquitous  runs  for  gold  which,  at  the 
suggestion  of  reckless  politicians,  took  place  in  1828,  1830, 
1831,  and  1833,  compelled  the  banks  to  restrict  their 
operations.  Had  the  banks  remained  without  molestation, 
the  whole  of  the  agricultural  districts  of  Ireland  would 
probably  by  this  time  have  had  the  benefits  of  this  system, 
with  the  same  beneficial  results  which  have  been  realized 
in  Scotland. 

2.  In  Ireland  these  measures  will  not  tend  to  produce 
s«>  great  an  increase  of  gold  as  in  Scotland.  In  Scotland 
the  banks,  previous  to  the  passing  of  the  Act,  kept  but  a 
small  amount  of  gold.  But  in  Ireland  the  banks,  from 
tEeir  liabilities  to  runs,  have  always  kept  large  deposits 
of  gold.  The  amounts  required  by  the  Act  are  not  larger 
than  those  formerly  kept  in  their  vaults.  It  appears  from 
the  returns,  that  the  Bank  of  Ireland  has  recently  kept  a 
smaller  amount  than  before  the  passing  of  the  Act.  Hence 
their  means  of  affording  accommodation  are  not  diminished; 
and  as  they  sustain  no  loss,  they  have  no  reason  for  in- 
creasing their  charges.  The  Bank  of  Ireland  and  joint- 
stock  banks,  as  a  rule,  allow  interest  only  on  deposit 
receipts.  The  reason  assigned  by  the  Scotch  banks  for 
allowing  interest  on  current  accounts  was,  that  the  opera- 
tions on  these  accounts  maintained  in  circulation  a  large 
amount  of  their  notes.  This  will  be  no  advantage  if  the 
bank  must  retain  an  amount  of  gold  equal  to  this  increase 
of  notes  in  circulation. 

3.  The  prohibition  of  new  banks  of  issue  has  operated 
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variously  in  the  three  countries.  In  Ireland  it  was  bene- 
ficial; in  Scotland  it  has  been  harmless;  and  in  England 
it  is  injurious.  The  Agricultural  Bank  of  Ireland  caused 
considerable  mischief.  To  prevent  the  recurrence  of  such 
evils,  the  most  effectual  way  was  to  prohibit  the  formation 
of  new  banks  of  issue.  Hereafter  this  restriction  may  be- 
come oppressive.  Cork,  and  Limerick,  and  Waterford  may 
become  sufficiently  wealthy  to  supply  a  banking  capital, 
and  may  wish  to  form  local  banks.  The  local  banks  at 
Belfast  have  conferred  great  benefits  on  the  north  of 
Ireland.  In  Scotland  the  banks  are  sufficiently  numerous, 
and,  as  they  are  allowed  to  unite,  the  authorized  issue  of 
notes  is  never  likely  to  be  less  than  it  is.  And  although 
restrictions  on  banks  are  unsound  in  principle,  they  may 
not  at  present  do  any  harm  in  Scotland.  In  England  the 
restriction  is  injurious.  Had  we  an  unlimited  power  of 
forming  new  banks,  many  of  those  firms  that  now  consist 
of  not  more  than  six  partners  would  be  merged  in  larger 
establishments.  The  number  of  banks  would  be  less — the 
amount  of  their  issues  would  probably  be  less — but  they 
would  attract  a  higher  degree  of  public  confidence,  and 
their  character  and  continuance  would  not  be  dependent 
upon  the  lives  of  individual  partners. 

4.  Unions  of  banks  in  either  Ireland  or  Scotland  are  not 
very  likely,  nor  perhaps  desirable.  The  banks  are  large, 
have  a  respectable  capital,  and  enjoy  the  public  confidence. 
In  England,  many  banks  are  small,  and  have  small  capitals. 
Union  among  them  would  be  highly  beneficial.  Yet  such 
is  the  waywardness  of  legislation,  that  the  Acts  of  1844 
and  1845  give  facilities  to  unions  in  Ireland  and  Scotland, 
and  restrict  them  in  England.  In  Ireland  and  Scotland 
two  banks  of  issue  may  unite,  and  the  united  bank  have 
the  united  circulation.  In  England,  it'  two  l>anks  of  issue, 
either  of  which  has  more  than  six  partners,  should  unite, 
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the  circulation  of  one  or  both  of  these  banks  would  be 
lost. 

•r>.  The  Act  passed  in  1844,  for  the  regulation  of  joint- 
stock  banks  in  England,1  was  extended  in  1846  to  Scotland 
and  Ireland,  with  the  omission  of  the  clause  that  rendered 
the  banks  subject  to  the  laws  of  bankruptcy.  By  a  clause 
in  these  Acts,  any  bank  for  the  formation  of  which  pro- 
ceedings had  been  taken  before  the  6th  May,  and  which 
was  actually  in  business  on  the  4th  of  July,  must  at  the 
end  of  a  year  after  the  passing  of  the  Act  either  retire 
from  business  or  take  a  charter.  The  Preston  Banking 
Company  was  in  this  case,  and  accordingly  became  a  char- 
tered bank.  Out  of  London  this  is  the  only  bank  that  has 
a  charter  under  the  Act  in  England.2 

It  was  a  special  provision  of  this  Act  (Joint-Stock  Banks 
Regulation  Act)  that  no  new  joint-stock  bank  can  be 
formed  of  a  less  nominal  capital  than  =£100,000,  and  half 
the  capital  must  be  paid  up  before  the  commencement  of 
business;  that  the  assets  and  liabilities  of  the  company 
must  be  published  once  at  least  in  every  month;  and  that 
at  least  one-fourth  of  the  directors  shall  retire  yearly,  and 
shall  not  be  eligible  for  re-election  for  at  least  twelve  cal- 
endar months. 

That  provision  of  the  Act  which  requires  one-fourth  of 
the  directors  to  retire  annually,  and  which  declares  them 
ineligible  for  election  for  one  year,  has  been  the  subject  of 

1  This  Act,  as  regards  the  three  kingdoms,  was  repealed  by  Act 
25  &  26  Vict.,  c.  89,  §  205.  The  Act  alluded  to  in  the  text  was 
7  &  8  Vict.,  c.  113,  while  what  is  usually  called  "  The  Bank  Act  of 
1844"  (the  object  of  which  was  simply  to  regulate  the  issues)  was 
cap.  32. 

2  The  Preston  Banking  Company  was  in  1S95  amalgamated  with 
the  London  and  Midland  Bank,  Limited,  now  the  London,  City, 
and  Midland  Bank,  Limited. 
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much  discussion.  The  object  of  the  Legislature  appears  to 
have  been  to  prevent  those  evils  which,  in  public  companies 
of  every  kind,  occasionally  arise  from  the  undue  ascendency 
of  individual  directors.  Practically,  it  may  be  injurious  or 
advantageous  to  a  bank,  according  to  circumstances.  On 
the  one  hand,  it  may  deprive  a  bank  of  the  services  of  its 
most  useful  directors  for  one  year.  And  on  their  return, 
they  may  be  less  useful  than  heretofore,  from  being  less 
acquainted  with  the  transactions  that  have  taken  place 
during  their  absence.  In  small  country  banks  it  might  not 
be  easy  to  find  other  parties  to  take  the  places  of  the  direc- 
tors who  had  thus  retired.  On  the  other  hand,  it  has  been 
contended  that  the  number  of  the  directors,  and  con- 
sequently their  influence,  would  thus  be  virtually  increased 
— that,  while  on  some  occasions  the  most  clever  directors 
would  be  compelled  to  retire,  at  other  times  the  least 
clever  would  retire,  and  their  places  might  be  better  sup- 
plied— that  the  retirement  of  even  the  most  clever  might 
call  forth  the  energies  of  the  others,  and  thus  the  talents 
of  the  whole  might  be  improved — that  the  plan  tends  to 
prevent  the  undue  ascendency  of  any  individual  director, 
or  of  any  knots  or  parties  of  directors,  for  any  length  of 
time — and  that  it  is  a  convenient  means  of  getting  rid  of 
an  inefficient,  injurious,  or  disagreeable  director:  for,  when 
he  is  once  out,  it  would  be  easy  for  the  board,  if  so  dis- 
posed, to  prevent  his  re-election.  By  the  charter  of  the 
Bank  of  Ireland,  fifteen  directors  are  chosen  annually,  and 
not  above  two-thirds  of  the  directors  of  the  preceding  year 
•  an  be  re-elected.1 

6.  There  is  another  difference  between  Scotland  and 
Ireland  with  reference  to  banking  operations,  though  it 
does  not  arise  from  the  above-mentioned  Act.    At  the  time 

1  Sec  note,  p.  221. 
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ol  1  ho  union  between  England  and  Ireland,  Ireland  had 
her  debts  as  well   as   England.    And  although   England 

became  liable  for  these  debts,  the  dividends  continued  to 
be  paid,  and  the  transfers  made  in  Dublin.  Hence  Govern- 
ment stock  is  bought  and  sold  there  in  the  same  way  as  in 
London.  Besides  this,  any  party  may  purchase  stock  in 
Ireland,  and  have  it  transferred  to  England,  or  the  reverse 
The  plan  is  this: — Any  person  holding  stock  may  go  to  the 
Bank  of  Bngland,  either  personally  or  by  power  of  attorney, 
and  gel  a  ticket  that  will  authorize  him  to  have  the  same 
amount  of  stock  put  in  to  his  name  in  Ireland.  The  stock 
in  England  is  then  transferred  to  the  Commissioners  for 
the  reduction  of  the  National  Debt.  He  may  go  to  the 
Bank  of  Ireland  in  Dublin  and  inverse  the  operation. 
Several  Acts  of  Parliament  have  been  passed  with  refer- 
ence to  this  subject.  The  last  is  the  33-34  Vict.,  c.  71, 
ss.  43-50,  passed  in  the  year  1870. 

We  have  noticed  the  different  meanings  given  to  the 
word  "  circulation  "  in  England,  since  the  passing  of  the 
Act  of  1844.  By  the  Act  of  1845,  it  is  enacted  that  this 
word  shall  have  the  following  meaning  in  Scotland  and 
Ireland : 

"Section  17. — And  be  it  enacted,  That  all  bank  notes 
shall  be  deemed  to  be  in  circulation  from  the  time  the 
same  shall  have  been  issued  from  any  banker,  or  any  ser- 
vant or  agent  of  such  banker,  until  the  same  shall  have 
been  actually  returned  to  such  banker,  or  some  servant  or 
agent  of  such  banker."  ' 

1  It  may  be  stated  here  that  the  circulation  of  the  Issue  Depart- 
ment of  the  Bank  of  England  is  at  present  £18,450,000  more  than 
the  amounts  of  gold  and  silver  held  in  that  department.  The 
amount  of  the  circulation  in  the  hands  of  the  public  is  found  by 
deducting  the  amount  of  bank  notes  in  the  Banking  Department 
from  the  amount  of  circulation  of  the  Issue  Department. 
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The  Exchanges  behveen  the  Banks. 

Since  the  Act  of  1845 — when  other  banks  besides  the 
Bank  of  Ireland  acquired  the  power  of  issuing  notes  in 
Dublin — a  system  of  clearing,  or,  as  it  is  called,  of  ex- 
changes, has  been  established. 

The  business  of  the  Clearing  is  transacted  at  the  Bank 
of  Ireland,  and  until  1897  the  differences  were  settled  daily 
by  means  of  exchequer  bonds,  of  which  each  member  of 
the  Clearing  was  required  to  keep  a  specified  quota,  and 
which  were  to  be  received  at  par  with  any  interest  that 
might  be  due. 

Since  the  year  mentioned,  however,  the  banks  which  are 
members  of  the  Clearing,  have  kept  accounts  with  the 
Bank  of  Ireland,  and  the  daily  differences  are  settled  by 
transfers  between  these  accounts.  The  Bank  of  Ireland 
allows  or  charges  interest  at  the  Bank  of  Ireland  deposit 
rate  on  the  balances  of  these  accounts,  according  to  whether 
they  are  credit  or  debit  balances,  and  twice  a  week,  on 
Tuesdays  and  Fridays,  these  balances  are  settled  by  drafts 
upon  the  London  agents  of  the  members  of  the  Clearing. 
The  latter  consist  of  the  six  Irish  banks  of  issue,  as 
follows: 

The  Bank  of  Ireland. 

The  Provincial  Bank  of  Ireland. 

The  National  Bank. 

The  Ulster  Bank. 

The  Belfast  Bank. 

The  Northern  Bank. 
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Rules 

Governing  the  Exchanges  in  Dublin,  established  8th  Decem- 
ber, 1845  (amended  and,  revised,  March,  1873 ;  and 
September,  1897). 

1.  The  ordinary  business  of  the  Exchange  Room  shall 
be  conducted  in  the  Bank  of  Ireland  under  the  supervision 
of  an  officer  appointed  by  the  Bank  of  Ireland. 

2.  The  hours  for  making  the  exchanges  shall  be  as 
follows : 

First    Clearing,   for    notes    and 

cheques  .....      10  o'clock  a.m. 
Second  Clearing,  for  cheques  and 

cash  orders     .         .         .         .     12.30     ,,     p.m. 
Final  Clearing,  for  cheques  only     2  „        „ 

Except  on  Saturdays  when  the  hours  shall  be: 
First  Clearing,    for    notes    and 

cheques  ....     9.45  o'clock  a.m. 

Second  Clearing,  for  cheques  and 

cash  orders     ....     11.30     ,,         ,, 
Final  Clearing,  for  cheques  only     12  ,,     noon. 

3.  In  order  to  ensure  punctuality  any  bank  not  repre- 
sented in  the  Clearing  Room  fifteen  minutes  after  the 
hours  specified  will  be  excluded  from  that  exchange. 

4.  The  settlement  of  the  exchanges  shall  be  undertaken 
by  the  Bank  of  Ireland,  but  the  Bank  of  Ireland  shall  not 
be  held  to  incur  any  responsibility  in  respect  thereof. 

5.  Each  of  the  exchange  banks  shall  keep  an  "exchange" 
account  with  the  Bank  of  Ireland,  and  the  daily  exchanges 
will  be  settled  by  the  Bank  of  Ireland  debiting  or  credit- 
ing these  accounts  for  the  amounts  of  the  daily  balances, 
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the  said  balances,  debtor  or  creditor,  carrying  interest  at 
Bank  of  Ireland  deposit  rates.  All  interest  accounts  to  be 
settled  half-yearly. 

6.  When  the  daily  settlement  has  been  struck  the  officer 
supervising  the  exchanges  shall  hand  to  the  representative 
of  each  settling  bank  a  debit  or  credit  note,  as  the  case 
may  be  (duly  signed)  showing  each  bank  how  it  was  affected 
by  the  day's  exchanges. 

7.  There  shall  be  two  final  settlements  in  each  week,  on 
Tuesdays  and  Fridays,  the  balances  of  those  days  being 
included  in  the  said  settlements.  These  final  settlements 
shall  be  effected  by  the  Bank  of  Ireland,  on  the  said  Tues- 
day and  Friday  afternoons,  receiving  from  those  banks  who 
are  debtors  drafts  on  their  London  agents  for  the  amounts 
of  their  debtor  balances  ;  and  giving  to  those  banks  who 
are  creditors  the  Bank's  drafts  on  its  London  agents  for  the 
amount  of  their  balances;  said  drafts,  in  both  cases,  to 
carry  interest  at  Bank  of  Ireland  deposit  rates  until  date 
of  payment  in  course. 

8.  Any  bank  a  party  to  this  agreement  to  have  the  power 
of  withdrawing  from  it,  or  demanding  a  reconsideration  of 
the  rules  at  any  time. 

9.  No  bank  a  party  to  this  agreement  shall  directly  or 
through  any  agent  demand  gold  or  pay  gold  to  any  other 
bank  a  party  to  this  agreement,  unless  under  special  agree- 
ment between  any  two  of  them  mutually  agreeing  to  pay 
and  receive  a  sum  of  gold. 

10.  All  orders  payable  on  demand,  whether  in  Dublin 
or  country  towns,  to  be  passed  through  the  Clearing-Room, 
the  orders  on  provincial  towns  at  the  morning  clearing  only, 
up  to,  but  not  later  than  12.30  o'clock. 

Deductions  for  commission  to  be  distinctly  specified  in  a 
note  attached  to  the  documents  previous  to  their  being 
brought  to  the  Clearing-Room. 
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Documents  returned  dishonoured  shall  not  pass  through 
the  ( Hearing-Room. 

The  violation  of  these  regulations  by  any  bank  to  be 
considered  a  virtual  withdrawal  of  that  bank  from  this 
agreement. 
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SECTION  XXXII. 

THE    LONDON  BANKERS'  CLEARING-HOUSE. 

r  |  SHE  exact  date  of  the  origin  of  the  Clearing- House  is 
uncertain.  In  the  Bullion  Report  of  1810,  it  is 
stated  in  the  evidence  of  William  Thomas,  the  In- 
spector of  the  Clearing-House,  Lombard  Street,  that  the 
existing  clearing  system  was  then  about  thirty-five  years 
old.  This  would  give  us  about  1775  as  the  year  of  founda- 
tion. In  Mr.  John  B.  Martin's  "  Ye  Grasshopper,"  l  the 
following  entry  is  quoted  from  the  books  of  Martin's  Bank, 
under  the  date  of  1773  : 

s.    d. 
To  quarterly  charge  for  use  of  Clearing-Room    19     6 

A  further  confirmation  of  the  fact  that  the  Clearing- 
House  was  established  about  this  date  is  afforded  by  the 
fact  that  Messrs.  Smith,  Payne,  and  Smiths  (now  the 
Union  of  London  and  Smiths  Bank),  have  in  their  posses- 
sion the  bank's  clearing-book  of  the  3rd  March,  1777,  this 
being  the  earliest  trace  discoverable  in  their  records.2 

It  seems  very  probable  that  it  was  originally  a  voluntary 
and  informal  meeting  of  clerks.  Whether  there  is  any 
truth  in  this  statement  or  no,  its  advantages  gradually 
became  recognized,  and  after  the  number  of  clearing  bankers 
bad  increased,  a  committee  was  formed  for  its  government. 
'J1!) is  committee  was  composed  of  a  representative  of  each 

1  P.  168. 

2  H.  T.  Eastern's  "  History  of  a  Banking  House,"  p.  109. 
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of  the  leading  bankers,  and  any  new  bank  that  desired 
to  have  the  privilege  of  clearing  had  to  apply  for  permis- 
sion to  the  committee. 

The  object  the  clearing  bankers  had  in  view  was  to  ex- 
change bills  and  cheques  against  bills  and  cheques,  and 
thus  be  enabled  to  carry  on  their  business  with  a  less 
amount  of  capital.  But  while  the  bankers  endeavoured  to 
promote  their  own  interest,  they  promoted  at  the  same 
time  the  interest  of  the  public.  The  sums  liberated  from 
employment  in  this  way  became  available  for  employment 
in  agriculture,  manufactures,  and  commerce.  Whenever 
any  banker,  therefore,  is  excluded  from  the  Clearing- 
House,  and  is,  consequently,  obliged  to  keep  a  larger 
amount  of  cash  in  his  coffers,  his  available  capital  is  so 
far  reduced,  and  thus  the  agriculture,  manufactures,  and 
commerce  of  the  country  receive  less  encouragement. 

The  establishment  of  the  Clearing-House  has  led  to  new- 
arrangements  in  several  branches  of  business.  The  stock- 
brokers, for  instance,  now  settle  all  their  receipts  and  pay- 
ments by  cheques  to  be  paid  through  the  Clearing-House. 
The  cheques  a  broker  draws  on  his  banker  are  paid  at  the 
Clearing-House  by  cheques  of  other  brokers,  which  he 
lodges  to  his  credit.  The  Colonial  brokers  also,  and  other 
classes  of  commercial  men,  have  fixed  days  for  settling 
their  accounts,  and  on  these  days  draw  cheques  on  their 
bankers  in  the  morning,  and  pay  in  cheques  to  meet  them 
at  a  subsequent  part  of  the  day.  Thus  the  institution  of 
the  Clearing-House  has  become  entwined  with  the  commerce 
of  the  country,  and  could  not  be  discontinued  without  de- 
ranging every  branch  of  business.  It  has  also  received  the 
sanction  of  the  law  of  the  land,  the  courts  of  law  having 
decided  that  the  presentment  of  a  bill  of  exchange  at  the 
Clearing-House  is  a  legal  presentment.  In  this  case,  as 
in  many  others,  the  custom  of   bankers   and  merchants 

II.  t 
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has  become  law.  Many  of  our  commercial  laws  have  had 
the  same  origin.  They  have  at  first  been  mere  regulations 
established  by  merchants  for  their  own  convenience; 
these  regulations  have  been  adopted  by  other  classes  of 
the  community;  they  have  been  followed  for  a  number  of 
years,  and  then  the  law  has  recognized  them  as  a  portion 
of  the  commercial  institutions  of  the  country.  Such  was 
y  the  origin  of  allowing  three  days'  grace  upon  bills  of 
exchange,  and  such  has  been  the  case  with  the  Clearing- 
House. 

Though  in  its  early  years  the  privilege  of  membership 
was  esteemed  but  lightly,  yet,  as  the  value  of  a  seat  in  the 
House  became  more  fully  realized,  it  grew  increasingly 
difficult  for  a  new  bank  to  obtain  admission.  When  the 
London  and  Joint  Stock  banks  were  established,  in  the 
years  following  the  permissive  Act  of  1833,  they  were 
rigidly  excluded  from  membership,  and  this  exclusion  was 
strongly  resented,  as  the  following  extract  from  Mr. 
Gilbart's  evidence  before  the  committee  on  Banks  of  Issue 
will  show: 

"Another  amendment  which  I  would  propose  as  con- 
nected with  the  currency  of  London,  would  be  a  regula- 
tion of  the  Clearing-House  by  the  Legislature.  Although 
the  Clearing-House  was  a  voluntary  association  of  bankers 
at  first,  yet  it  has  now  existed  for  sixty  years,  and  has 
become  interwoven  with  several  branches  of  London  trade ; 
it  is  therefore,  for  all  practical  purposes,  a  public  institu- 
tion, and  like  a  market  or  any  other  public  institution, 
might  become  the  subject  of  legislative  interference.  The 
exclusion  of  banks  in  London  from  the  Clearing-House, 
whose  capital  now  amounts  to  about  =£2,000,000  sterling, 
and  who  have  about  2,000  partners,  is  not  only  a  great 
inconvenience  and  great  loss  to  those  banks, but  is  a  great 
inconvenience  also  to  the  public  in  general,  and  such  an 
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interference  with  the  freedom  of  trade  as  carried  on  by 
individual  companies  iii  London,  as  alone  would  justify 
ilic  interference  of  the  Legislature;  and  besides,  it  is  quite 
unreasonable  that  an  association  of  omnibus  proprietors 
should  be  indicted  and  tried  for  a  conspiracy  because  they 
have  tried  to  run  a  rival  omnibus  off  the  road,  and  yet 
that  a  body  of  bankers  may  conspire  for  a  similar  object 
without  any  interference  of  the  Legislature  at  all." 

In  1854,  however,  the  leading  London  joint-stock  banks 
were  admitted,  and  ten  years  later  the  Bank  of  England  v/ 
also  became  a  member,  though  it  cleared  on  one  side  only  ; 
that  is  to  say,  it  clears  only  its  charges  against  the  other 
banks  through  the  Clearing;  the  other  banks,  as  members 
of  the  Clearing-TIouse,  being  obliged  to  keep  an  account 
with  the  Bank  of  England,  and  pay  in  their  charges  against 
the  Bank  direct  to  the  credit  of  their  accounts. 

The  same  year,  1854,  saw  a  very  great  improvement  in 
the  methods  of  settling  the  daily  differences  in  the  House. 
Previous  to  this  year  these  differences  were  settled  by  pay- 
ment in  Bank  of  England  notes  and  coin,  but  thencefor- 
ward this  method  was  superseded  by  transfers  to  and  from 
the  account  which  each  member  of  the  House  was  obliged 
to  keep  with  the  Bank  of  England,  and  an  account  called 
the  Clearing  Bankers'  Account,  in  the  manner  described 
in  the  following  pages.  By  this  means  the  use  of  notes 
and  coin  was  entirely  done  away  with,  and  all  payments 
made  by  simple  transfers  in  the  books  of  the  Bank  of 
England. 

Although  the  joint-stock  banks  were  admitted  as  mem- 
bers of  the  Clearing-House  in  1854,  the  House  itself  in 
Post  Office  Court,  Lombard  Street,  remained  the  property 
of  those  private  banks  who  were  members,  and  if  any  of 
these  banks  ceased  to  be  members  or  became  merged  in 
a  joint-stock  bank,  their   share  was   divided  among  the 
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remaining  private  banks.  In  1895,  however,  when  these 
banks  were  reduced  to  four,  Messrs.  Barclay  and  Co., 
Brown,  Janson  and  Co.,  Robarts  and  Co.,  and  Smith, 
Payne  and  Smiths,  the  House  was  acquired  by  a  com- 
pany, the  shares  of  which  were  held  amongst  all  the  banks 
who  were  members. 

The  management  and  regulation  of  the  House  is  in  the 
hands  of  the  Committee  of  London  Clearing  Banks,  com- 
posed of  one  representative  of  each  of  the  banks  which  is 
a  member. 

The  following  are  the 

Rules  and  Regulations  to  be  observed  at  the 
Clearing-House. 

Ordinary  Days,  excepting  Saturdays. 

Morning  Clearing  to  open  at  10.30  a.m.  Drafts,  etc.,  to 
be  received  not  later  than  11  a.m. 

Afternoon  Clearing  to  open  at  2.30  p.m.  Drafts,  etc.,  to 
be  received  not  later  than  4.5  p.m.  Returns  to  be  received 
not  later  than  5  p.m.,  excepting  on  Settling  Days  and  the 
first  six  working  days  in  January  and  July,  when  the  last 
delivery  shall  be  4.15  p.m.  and  Returns  5.30  p.m. 

Saturdays. 

Morning  Clearing  to  open  at  9  a.m.  Drafts,  etc.,  to  be 
received  not  later  than  10.15  a.m. 

Afternoon  Clearing  to  open  at  12  noon.  Drafts,  etc.,  to 
be  received  not  later  than  1.30  p.m.  Returns  to  be  received 
not  later  than  2.30  p.m. 

Exceptions. — With  the  exception  of  the  first  two  Satur- 
days in  January  and  July,  and  the  first  Saturday  in  April 
and  October,  when  the  time  shall  be  1.45  p.m.  for  the  last 
delivery  and  2.45  p.m.  for  Returns. 
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Further  Exception*  for  Returns.-  Returns  on  the  first 
Saturday  in  January  and  July  to  be  not  later  than  3  p.m. 

April  let,  J  ime  30th,  October  1st,  December  31st,  the  day 
siicr,  rdiii'j  a  Bank  Holiday,  and  on  such  other  days  as 
the  Honorary  Secretary  may  determine. 

On  these  days  the  time  shall  be  4.15  p.m.  for  the  last 
delivery,  and  5.15  p.m.  for  the  last  Returns,  except  when 
either  of  these  days  is  a  Saturday,  when  the  time  shall  be 
1.45  p.m.  for  last  delivery  and  2.45  p.m.  for  the  last 
Returns. 

General  Rules. 

The  total  amount  of  the  Morning  and  Country  Delivery 
shall  be  agreed  by  each  Clearer  before  leaving  the  Clear- 
ing-House. 

All  clerks  that  are  in  the  Clearing-House  by  the  time 
appointed  for  final  delivery,  shall  be  entitled  to  deliver 
their  articles,  though  they  may  not  have  been  able  to  pass 
them  to  the  different  desks  before  the  clock  strikes. 

All  Returns  in  the  Clearing-House  upon  the  stroke  of 
the  clock,  at  the  time  appointed  for  final  delivery,  must  be 
received  by  the  Clearers  and  credited  the  same  day.  The 
Inspectors  are  instructed  to  close  the  doors  and  not  re-open 
them  until  such  Returns  have  been  delivered. 

Any  Bank  which  has  accepted  and  paid  an  article  re- 
turned to  it  in  error,  may  require  repayment  through  the 
Clearing-House  on  the  following  day. 

Notice  shall  be  entered  upon  a  Board  at  the  Clearing- 
House,  giving  monthly  statements  of  those  settling  days 
at  the  Stock  Exchange,  upon  which  the  time  for  receiving 
Returns  is  to  be  5.30  p.m. 

With  regard  to  all  drafts  not  crossed,  and  all  bills  not 
receipted,    sent   to   the    Clearing-House   as  Returns,  the 
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Clearer  holding  them  must  fully  announce  the  particulars 
to  the  Clearing-House,  and  if  not  claimed,  the  case  must 
be  represented  to  the  Inspectors;  but  on  no  account  can 
the  Clearer  be  allowed  to  debit  the  Clearing.House  with 
the  amount  until  an  owner  can  be  found. 

No  Return  can  be  received  without  an  answer  in  writing 
on  the  Return  why  payment  is  refused. 

It  shall  be  sufficient  in  order  that  a  Return  shall  be 
received  and  credited,  that  it  shall  have  on  it  an  answer, 
why  returned ;  and  no  Clearer  shall  refuse  to  pass  to  credit 
any  Return  that  shall  be  so  marked. 

All  the  differences  arising  from  Marked  Articles  of 
d£l,000  and  upwards  must  be  finally  ascertained  and  placed 
to  account,  before  the  Clearer  makes  up  his  balance  sheet. 

No  Clearer  shall  be  allowed  to  charge  out  drafts  in  the 
Clearing-out  Book  at  the  Clearing-House. 

All  differences  of  more  than  <£1,000  that  may  have  been 
accidentally  passed  over  at  night,  shall  be  settled  by  a 
transfer  at  the  Bank  of  England,  the  first  thing  the  next 
morning. 

The  Inspectors  are  charged  with  the  preservation  of 
order  and  decorum  in  the  Clearing-House,  and  are  in- 
structed to  report  to  the  Committee  of  Bankers  disorderly 
conduct  on  the  part  of  any  persons,  calculated,  in  their 
opinion,  to  obstruct  the  adjustment  of  the  business  of  the 
House. 


Rules  for  the  Conduct  of  a  Clearing  of  Country 
Cheques  in  London. 

1.  A  Clearing  to  be  held  in  the  middle  of  each  day  for 
the  interchange,  among  the  London  bankers,  of  cheques 
on  their  correspondents  in  the  country,  placed  in  their 
hands  for  collection. 
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2.  Each  London  banker  to  remit  for  collection  to  his 
country  correspondents  the  cheques  drawn  upon  them, 
Baying,  "  Please  say  if  we  may  debit  you  £  for  cheques 
enclosed." 

3.  Country  bankers  wishing  to  avail  themselves  of  this 
Clearing  to  remit  their  country  cheques  to  their  own 
London  agent,  to  stamp  across  them  their  own  name  and 
address,  and  that  of  their  London  agent. 

4.  Any  country  bank  not  intending  to  pay  a  cheque 
sent  to  it  for  collection,  to  return  it  direct  to  the  country 
or  branch  bank,  if  any,  whose  name  and  address  is 
across  it. 

5.  Each  country  banker  to  write  by  return  or  post  to 
its  London  agent  in  reply,  "  We  credit  you  =£  for 
cheques  forwarded  to  us  for  collection  in  yours  of 

."    Adding  in  case  of  non-payment  of  any  such 
cheques,  "  having  deducted  <£  for  cheque  returned 

to  Messrs.  at  ,  and  <£  returned  to 

Messrs.  at 

Country  Cheque  Clearing. 
Additional  Rules  to  be  observed. 

Country  Clearing  to  open  at  10.30.  Drafts,  including 
Returns,  to  be  received  not  later  than  12.30,  except  on 
Saturdays,  when  the  time  shall  be  10  o'clock  for  the  open- 
ing and  11.30  for  the  last  delivery,  including  Returns.  The 
door  to  be  closed  on  the  stroke  of  the  clock,  as  in  the  Town 
Clearing. 

(It  is  required  that  all  banks  shall  make  a  delivery  as 
near  to  10.30  as  possible,  on  ordinary  days,  and  10  o'clock 
on  Saturdays.  In  no  case  shall  the  first  delivery  be  later 
than  10.45  on  ordinary  days,  and  10.30  on  Saturdays.  The 
remaining  deliveries  at  necessary  intervals.) 
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All  the  In-Clearing  to  be  entered  at  the  Clearing- 
Honse. 

Castings  of  about  fifty  entries  to  be  given  with  all  the 
early  deliveries  of  the  Out-Clearing. 

(It  is  expected  that  the  last  castings  will  be  given  to  the 
In-Clear ers  not  later  than  five  minutes  after  the  last  delivery 
of  cheques.) 

All  charges  to  be  agreed  at  the  Clearing-House  on  the 
day  of  the  work,  and  the  clerk  responsible  for  the  Out-side 
shall  make  it  his  business  to  go  to  the  desk  of  the  clerk 
entering  his  charge  on  the  In-side  for  this  purpose. 

It  shall  be  necessary  for  the  In-Clearer  to  retain  for  the 
inspection  of  the  Out-Clearer,  the  cheques  of  any  casting, 
or  any  particular  cheque  in  which  a  difference  occurs. 

All  wrongly  delivered  cheques  discovered  before  the 
Out  and  In-Clearers  agreeing  any  charge  have  left  the 
Clearing-House,  shall  be  adjusted  by  the  Clearers,  but  any 
discovered  after  either  Clearer  has  left  the  House  shall  not 
be  deducted  from  the  already  agreed  amount,  but  shall  be 
entered  on  the  debit  side  of  lists  provided  for  the  purpose, 
the  cheque  or  cheques  to  be  sent  to  the  proper  forwarding 
agent,  who  shall  also  enter  them  on  the  Credit  side  of  the 
list  provided;  these  lists  to  be  handed  to  the  Clearing- 
House  Inspector  on  the  morning  following,  and  it  shall  be 
his  duty  to  agree  the  same.  The  total  of  these  lists  to  be 
brought  on  to  the  end  of  the  balance  sheet. 

The  balance  sheet,  together  with  the  particulars  of  the 
Out  and  In-sides,  shall  be  handed  to  the  Inspector  on  the 
morning  following  the  day  of  the  work,  and  it  shall  be  his 
duty  to  check  the  balances,  and  to  call  attention  to  any 
charge  that  may  differ,  as  soon  as  possible. 

It  may  be  instructive,  especially  to  our  country  readers, 
to  have  a  detailed  account  of  the  operations  of  the  Clearing- 
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House,  and  of  all  the  work  to  be  gone  through  in  every 
clearing  hank  in  connection  therewith.  We  shall  there- 
lore  proceed  to  give  such  a  detailed  account;  and  although 
there  may  be  many  technicalities  in  our  description  diffi- 
cult to  follow,  particularly  by  the  uninitiated,  we  shall  aim 
at  making  it  as  clear  as  possible. 

It  will  be  convenient  at  the  outset  to  explain  the  mean- 
ing of  certain  technical  words  used  constantly  in  connection 
with  the  Clearing-House,  which  will  render  the  description 
more  easy  of  comprehension: 

An  "Article"  is  a  bill,  or  cheque,  or  dividend  warrant, 
or  banker's  payment  slip,  or  memorandum  for  country 
notes,  or  indeed  any  article  which  is  paid  into  the  clearing 
for  settlement  there. 

A  "Charge"  is  a  batch  of  articles  (i.e.,  bills,  cheques, 
bankers'  payments,  etc.)  sent  into  the  CJbearing-House  by 
one  banker  to  be  charged  by  him  against  another. 

"  Deliver  "  and  "  Delivery  "  refer  to  charges  delivered  by 
the  clerk  of  one  banker  upon  the  desk  in  the  Clearing- 
House  of  the  clerk  representing  another  banker. 

"  Returns  "  are  any  articles  which  may  be  returned  into 
the  clearing  unpaid,  from  want  of  funds,  irregularity  of 
endorsement,  no  advice,  or  from  any  other  cause. 

It  will  also  be  well  to  give  a  short  account  of  the  various 
books  employed  by  every  banker  which  bear  in  any  way 
upon  the  work  of  the  Clearing-House.  But  it  will  of 
course  be  understood  that  although  every  banker  has 
books  which  serve  the  same  purpose  as  those  about  to  be 
enumerated,  it  does  not  follow  that  the  following  is  an 
exact  description  either  of  the  titles  of  the  books  or  of  the 
system  of  book-keeping  adopted  by  every  banker.  Gener- 
ally speaking,  however,  the  following  books,  or  others 
somewhat  similar,  are  in  common  use. 

First  of  all  there  is  the  Journal,  which  contains  a  list  of 
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all  the  bills  due  on  a  particular  day,  whether  domiciled  at 
the  home  establishment,  or  at  the  other  clearing  bankers. 

Secondly,  there  are  the  Lists,  which,  among  other  items, 
contain  clearing  cheques  and  other  articles  brought  in  by 
the  walk-clerks  from  their  various  rounds. 

Then  there  are  the  Received-Waste-Books  in  which  are 
entered  the  particulars  of  the  credits  paid  in  by  customers 
to  the  cashiers. 

These  three  books  bear  indirectly  upon  the  clearing. 
The  bills  specified  in  the  first-mentioned  book  domiciled  at 
clearing  banker's  are  handed  over  by  the  bill  department 
to  the  clearing  clerks,  and  are  entered  by  them  in  what  is 
called  the  Morning  Bill  Book.  The  cheques,  etc.,  mentioned 
in  the  Lists  and  Waste  Books  are  gathered  from  the  walk 
and  cashiers'  departments  from  time  to  time  during  the 
day  by  the  clearing  clerks,  and  are  entered  by  them  at  once 
into  their  Out-Clearing  Book. 

The  other  books  which  bear  upon  the  clearing  in  addition 
to  the  Morning  Bill  Book,  and  the  Out-Clearing  Book, 
already  mentioned,  are  the — 
In-Clearing  Book, 
The  Out  Returns, 
The  In  Returns, 
The  Clearing  Balance  Book, 
The  Clearing  Difference  Book,  etc. 
As  the  uses  of  these  books  are  obvious,  we  shall  not  stay 
to  describe  them,  but  shall  proceed  to  give  a  description  of 
the  manner  in  which  the  clearing  is  conducted. 

It  will  be  seen  from  the  foregoing  Rules  that  there  are 
three  clearings  during  the  day — 

1st.  The  Morning  Town  Clearing, 
2nd.  The  Country  Clearing, 
3rd.  The  Afternoon  Town  Clearing. 
For  the  sake  of  clearness  we  shall  deal  with  the  town 
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clearings  first,  and  afterwards  with  the  country  clearing. 
The  morning  town  clearing  opens  on  ordinary  days  at 
1 0.80  a.m.,  when  the  respective  banks  deliver  to  each  other 
charges  made  up  of  bills,  marked  cheques,  and  as  many  of 
the  cheques  remitted  from  other  branches  or  country  cor- 
respondence by  the  previous  evening's  post  as  can  be  sent 
round  to  the  Clearing-House  in  time.  The  bills  are  bills 
which  have  been  discounted  by  the  bank,  or  held  for  col- 
lection on  account  of  customers.  During  the  afternoon  of 
the  day  before  they  fall  due,  they  are  passed  from  the  bill 
department  into  the  clearing  department,  so  as  to  let  the 
clearing  clerks  get  an  early  start  next  morning.  On  the 
morning  of  the  day  on  which  they  mature,  the  clearing 
clerks  sort  them  into  various  batches,  according  to  where 
they  are  domiciled.  They  sort  all  those  due  at  the  London 
and  Westminster  Bank,  the  National  Provincial  Bank, 
Barclay's,  etc.,  etc.,  together,  and  then  proceed  to  enter  the 
amounts  only  in  the  spaces  left  under  the  respective  head- 
ings of  the  other  clearing  banks  in  the  Morning  Bill  Book. 
This  book  they  then  sum  up,  and  check  the  aggregate  of 
the  totals  with  the  sum  supplied  to  them  on  a  memorandum 
by  the  bill  department  of  the  bank.  If  right,  their  clearing 
work  is  checked  so  far,  and  they  then  transfer  the  various 
totals  into  the  Out-Clearing  Book.  Having  done  this,  they 
then  proceed  to  deal  with  the  "  marked  cheques."  These 
are  cheques  which  have  been  paid  in  by  customers  on  the 
afternoon  of  the  day  before,  too  late  for  that  day's  clearing. 
Each  bank  every  afternoon  sends  some  of  these  cheques 
out  to  the  other  banks  upon  which  they  are  drawn  to  get 
marked  for  payment.  This  marking  consists  of  the  initials 
of  one  of  the  cashiers  being  put  upon  the  cheques,  which  is 
tantamount  to  an  acknowledgment  that  they  are  all  right 
and  that  they  will  be  duly  paid  in  the  clearing  next  morn- 
ing.   The  banks  send  out  these  cheques  to   be   marked 
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chiefly  for  the  convenience  of  their  customers,  but  partly 
for  their  own  protection  in  case  a  cashier  might  pay  against 
an  uncleared  cheque  which  might  afterwards  prove  to  be 
bad.  If  a  banker  chooses  not  to  send  out  such  cheques  for 
marking,  no  question  can  be  raised  by  his  customer  as  to 
want  of  due  presentation,  because  it  is  distinctly  stated  on 
the  pay-in  slips  with  which  each  customer  is  supplied, — 
or  the  customer  is  acquainted  in  some  other  form, — that 
cheques  not  paid  in  by  half -past  three  may  not  be  cleared 
the  same  day. 

The  afternoon  town  clearing  begins  at  half -past  two  and 
closes  at  four.  But  the  Clearing-House  clock  is  always 
kept  five  minutes  behind  Greenwich  time,  so  that  the 
representatives  of  the  various  banks  have  always  five 
minutes'  grace  allowed  them. 

To  the  afternoon  clearing  the  banks,  as  a  rule,  send  in 
some  six  or  seven  "  charges."  But,  of  course,  in  exceptional 
times,  such  as  during  the  progress  of  the  payment  of  rail- 
way dividends,  or  any  other  kind  of  dividends,  or  from  any 
other  circumstance  which  makes  business  particularly 
brisk,  many  more  charges  are  sent  in.  But  in  ordinary 
times  some  half-dozen  is  the  usual  number.  At  the  open- 
ing of  the  afternoon  clearing,  at  half-past  two,  the  first 
charge  delivered  is  usually  composed  of  the  remittances 
received  in  the  morning  letters,  which  were  not  in  time  for 
the  morning  clearing.  Then  about  three  o'clock  the  second 
charge  is  sent  in,  and  is  composed  of  the  cheques,  etc.,  re- 
ceived over  the  counter  during  the  morning  by  the  cashiers, 
for  the  credit  of  customers,  or  remitted  from  West-end 
and  suburban  banks  and  branches  for  collection.  Then 
about  every  twenty  minutes  or  so,  from  three  o'clock  till 
four,  charges  of  the  same  description  are  sent  in.  And 
two  or  three  minutes  past  four  (by  the  bank  clock)  a  final 
charge,  consisting  of  a  few  articles  of  large  amount,  or 
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articles  which  for  some  reason  the  banker  may  be  parti- 
cularly anxious  to  clear,  may  he  sent  in. 

It  will,  of  course,  be  understood  that  the  operations 
above  described  of  one  clearing  bank  are  illustrative  of  the 
operations  of  all  the  clearing  banks,  and  that  while  there 
have  been  clerks  running  between  each  bank  and  the 
Clearing-House,  from  time  to  time,  delivering  the  charges 
he  has  upon  the  other  banks,  there  have  also  been  clerks 
representing  the  same  bank  all  the  time  in  the  Clearing- 
House,  receiving  and  entering  up  all  the  charges  which  all 
the  other  banks  had  against  him. 

It  will  also  be  understood  that  the  Out-Clearing  Book 
(which  is  "written  up  inside  the  bank  and  is  carried  to  the 
Clearing-House  at  four  o'clock  for  the  purpose  of  checking) 
of  the  delivering  banker,  is  a  counterpart  of  the  In-Clear- 
ing Book  of  the  receiving  banker.  Thus  the  two  books  of 
the  two  banks  check  each  other  and  render  the  discovery 
of  errors  very  easy.  Here  again  one  case  illustrates  the 
whole.  What  is  done  between  two  banks  is  done  with  each 
other  between  the  whole  number. 

The  first  charge  sent  into  the  Clearing-House  during  the 
day  is  marked  on  the  back  of  the  last  cheque  thereof,  with 
the  total  amount,  so  that  the  receiving  clerk  when  he  has 
entered  it  in  his  In-Clearing  Book  may  add  it  up  and  agree 
it  with  the  amount  marked,  thereby  keeping  his  work  well 
checked  up,  and  so*  rendering  the  final  adjustment  of  the 
balances  very  simple. 

Country  notes  are  not  paid  at  the  Clearing-House,  but 
are  taken  round  to  the  bankers  who  are  agents  for  the 
country  bankers,  and  exchanged  for  tickets  which  are 
passed  through  the  afternoon  clearing. 

The  West-end  bankers,  the  Scotch  banks,  and  such 
others  as  have  not  yet  been  admitted  to  the  Clearing- 
House,  clear  through  one  or  other  of  the  London  bankers. 
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We  have  described  the  process  by  which  cheques  are 
paid  into  the  clearing,  and  have  already  explained  that 
the  Out-Clearing  Book  of  one  banker  is  a  counterpart  of 
the  In-Clearing  Book  of  the  other.  And  in  a  sentence  we 
may  say  that  as  soon  as  the  receiving  banker's  representa- 
tive in  the  Clearing-House  enters  the  cheques  upon  him 
in  his  In-Clearing  Book,  he  sends  them  immediately  away 
to  his  own  bank,  where  they  are  critically  examined,  and, 
if  correct,  posted  in  the  ledgers.  Should  there  be  anything 
wrong  with  any  of  them,  should  there  be  insufficient  funds, 
or  should  the  endorsement  be  irregular,  or  should  they  be 
irregular  in  any  way,  they  are  sent  back  to  the  clearing 
and  returned  to  the  delivering  banker  with  a  distinct 
answer  marked  upon  each  cheque  of  the  cause  of  return. 
These  returns  must  be  sent  back  to  the  Clearing-House  not 
later  than  five  o'clock  on  an  ordinary  day,  and  are  debited 
on  the  balance  sheet  in  the  final  balancing  for  the  day. 

It  will  be  understood  that  the  clearing  clerks  do  not 
wait  for  the  returns  before  they  begin  the  balancing  for 
the  day.  The  moment  the  Clearing-House  clock  strikes 
four  (five  minutes  past  by  Greenwich  time)  they  begin  the 
process  of  balancing,  leaving  the  returns,  if  any,  to  be 
debited  afterwards. 

Notwithstanding  the  immense  amount  of  work  which  is 
put  through  the  Clearing-House  daily,  the  aptitude  of  the 
clerks  for  their  particular  work  renders  errors  of  infrequent 
occurrence.  The  system  also  of  marking  the  amount  of 
the  first  and  largest  charge  on  the  back,  facilitates  the 
balancing,  by  the  opportunity  it  gives  to  each  clerk  of 
checking  the  major  part  of  his  work  early  in  the  day. 

A  great  deal  of  time  has  been  saved  of  recent  years  by 
the  use  of  adding  machines,  not  only  in  the  Clearing- 
House,  but  also  in  the  Clearing  Departments  of  the  banks 
which  are  members  of  the  House.    Another  saving  of  time 
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has  been  effected  by  the  use  of  what  is  called  the|*'Jparcel 
Bystem  "  in  remitting  cheques  from  the  branches  and 
country  banks  to  the  head  office  or  clearing  agent.  By  this 
system,  first  introduced  in  the  country  clearing,  and 
afterwards  extended  to  the  town  clearing,  the  remitting 
bank  lists  separately  the  cheques  drawn  upon  those  banks 
which  have  the  same  clearing  agent;  a  paper  band,  with 
the  total  of  the  list  written  upon  it,  is  then  fastened  round 
each  bundle,  and  the  bundle  is  dealt  with  as  if  it  were  a 
single  cheque,  the  total  only  being  entered.  By  this  means 
a  mass  of  detailed  work  is  avoided,  both  in  the  Out- 
Clearing  Book  and  in  the  Clearing-House.  The  system  is 
not  in  universal  use,  but  it  is  hoped  that  it  will  soon 
become  so. 

The  In-Clearing  Book  of  each  clerk  ought  to  agree,  of 
course,  with  the  portions  relating  to  him  of  the  Out- 
Clearing  Books  of  the  other  banks.  If  he  is  right  with  all, 
then  he  balances,  and  there  is  no  further  trouble,  but  if  he 
is  wrong  with  any,  to  any  large  amount,  he  is  bound  to 
discover  his  error  before  leaving  the  house.  A  difference  of 
.£1,500  over  (the  In-Clearing  clerk  being  always  supposed 
to  be  right),  or  of  less  than  ,£1,000  short  is  allowed  to 
stand  over  till  the  following  day  if  it  cannot  readily  be 
discovered. 

The  country  clearing  (which  was  introduced  by  Sir 
John  Lubbock,  now  Lord  Avebury,  in  1858)  opens  on 
ordinary  days  at  half -past  ten  and  closes  for  delivery  of 
cheques  thereinto,  and  also  for  returns,  at  half -past  twelve. 
The  course  of  the  manipulation  of  the  country  clearing  is 
obvious.  Every  bank  in  London  receives  during  the  day 
a  large  number  of  cheques  upon  country  bankers.  Upon 
these  cheques  the  name  of  the  Londou  agent  is  printed. 
So  when  the  clearing  clerks  of  each  bank  get  such 
cheques  from  the  cashiers,  and  from  the  correspondence 
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department,  and  from  all  the  other  sources  whence  they  may 
come,  they  proceed  to  deal  with  them  as  they  do  with  the 
town  cheques.  That  is  to  say,  they  sort  them  out  in  batches 
according  to  the  London  agents'  names,  then  enter  the 
amounts  in  their  books,  and  then  deliver  them  in  the 
clearing  to  the  respective  London  bankers,  agents  for  the 
country  bankers.  No  credit  is  given  in  the  clearing  for 
these  country  cheques  on  the  day  on  which  they  are 
delivered.  The  amounts  are  simply  agreed  by  the  deliver- 
ing clerks  and  the  receiving  clerks,  and  then  the  articles 
are  taken  to  the  respective  banks,  whence  they  are  sent  by 
post  the  same  evening  to  the  country  bankers  upon  whom 
they  are  drawn.  If  these  cheques,  on  reaching  their 
destination,  are  found  to  be  in  order,  they  are  credited 
in  account  with  the  London  agent  and  advised;  but  if 
any  of  them  are  not  in  order,  either  through  insufficient 
funds,  or  irregular  indorsement,  or  any  other  cause,  such 
irregular  cheques  are  returned  direct  to  the  banker  whose 
crossing  they  bear.  All  country  cheques  not  returned,  or 
advised,  by  the  morning  of  the  third  day,  are  assumed 
to  be  paid,  and  credit  is  accordingly  given  for  them  in  the 
clearing  of  that  day,  and  the  amount  is  settled  for,  along 
with  those  advised  paid,  in  the  final  balance.  All  country 
cheques  held  by  London  bankers  returned  unpaid,  must 
be  returned  into  the  hands  of  the  clerk  representing  the 
delivering  bank  by  half-past  twelve  on  the  morning  of  the 
third  day,  and  they  are  simply  deducted  from  the  total 
of  the  country  cheques  on  the  day  of  settlement,  and  the 
balance  only  is  settled  in  the  final  amount. 

The  balance  only  of  the  country  clearing  is  brought 
into  the  final  settlement  on  the  town  clearing  balance 
sheet,  as  will  be  seen  on  reference  to  the  form  given  on 
page  298.  The  C.  H.  on  the  same  form  means  "  Clearing- 
House,"  and  is  meant  for  the  adjustment  of  differences. 
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In  addition  to  the  two  clearinga  we  have  just  described, 
the  Town  Clearing  and  the  Country  Clearing,  a  third 
clearing,  to  be  called  the  Metropolitan  Clearing,  has  just 
been  instituted,  though  at  the  time  this  is  written  (in 
November,  1906)  it  has  not  yet  been  put  into  practice. 
Although  it  is  too  early  to  say  much  about  this  new 
clearing,  which  does  not  come  into  operation  until  19th 
February,  1907,  yet  the  experiment,  for  it  is  frankly  re- 
cognized as  an  experiment,  is  of  so  great  interest  that  an 
account  of  the  aims  of  its  authors,  and  the  means  by 
which  these  aims  are  to  be  attained,  will  hardly  be  out  of 
place. 

Hitherto  the  cheques  drawn  upon  the  London  suburban 
branches  of  clearing  and  other  banks,  and  the  West- 
end  banks,  have  not  been  collected  through  the  Clearing- 
House.  The  town  clearing  has  been  practically  confined 
to  banks  in  the  City  of  London.  Cheques  on  London 
banks  or  branch  banks  outside  the  town  clearing  have 
been  collected  either  by  walk-clerks  from  the  City  office 
or  clearing  agent  of  the  presenting  banker,  or  through 
the  suburban  branches  of  the  presenting  banks,  or  through 
the  post.  For  instance,  all  such  cheques  which  come  into 
the  hands  of  the  various  branches  of — say  the  London  and 
County  Bank — would  be  sent  up  to  its  head  office  and 
there  sorted.  Walk-clerks  would  then  be  despatched,  each 
with  a  number  of  the  charges,  to  such  districts  as  are 
easy  of  access,  while  the  charges  on  banks  in  the  suburbs 
would  be  sent  to  the  local  branch  of  the  London  and 
County  Bank,  where  there  was  one  conveniently  situated; 
in  each  case  a  draft  on  a  clearing  bank  would  be 
received  in  exchange  for  the  "  charge."  Should  there  be 
no  branch  of  the  London  and  County  Bank  within  easy 
access  of  any  suburb,  the  cheque  would  probably  be  pre- 
sented through  the  "Country  Clearing."    There  are  several 

II.  u 
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weak  points  to  be  noticed  with  regard  to  this  method  of 
collecting  cheques.  First  of  all  it  is  obvious  that  there  are 
a  number  of  walk-clerks  all  traversing  the  same  districts, 
and  leaving  charges  at  the  same  banks,  a  task  which 
might  just  as  easily  be  performed  by  one  or  two  at  the 
most  in  each  of  such  districts.  Secondly,  there  is  a  want 
of  definition  about  the  system,  if  one  can  call  it  a  system  in 
which  each  bank's  methods  are  determined  by  the  circum- 
stances of  each  individual  case,  without  any  attempt  at 
uniformity.  Several  attempts  have  been  made  to  intro- 
duce a  more  logical  method  of  collection,  hitherto  without 
success.  On  4th  April,  1906,  however,  Mr.  P.  W.  Matthews, 
the  Chief  Inspector  of  the  Clearing  House,  read  a  paper  on 
the  subject  before  the  Institute  of  Bankers,  and  a  sub- 
committee of  the  clearing  bankers  was  appointed  to  con- 
sider whether  it  was  practicable.  This  sub-committee  drew 
up  a  scheme,  which,  however,  differed  considerably  from 
Mr.  Matthews' s,  and  this  scheme  received  the  approval  of 
the  Clearing-House  Committee  on  1st  November,  1906. 
It  is  thus  described  by  Mr.  J.  Spencer  Phillips,  the  Pre- 
sident of  the  Institute  of  Bankers,  in  his  inaugural 
address,  delivered  on  7th  November,  1906: 

''Broadly  speaking,  the  new  departure  is  this:  instead 
of  each  Head  Office  sending  out  and  collecting  '  walks ' 
cheques  on  the  branches  of  other  banks,  it  will  collect 
those  on  its  own  branches.  Every  morning  each  Head 
Office  will  present,  through  the  Clearing-House,  to  every 
other  Head  Office,  all  the  cheques  it  holds  on  their  '  walks  ' 
branches.  Consequently  each  Head  Office  will  receive  from 
the  Clearing-House  the  accumulated  cheques  held  by  other 
banks  on  its  own  branches.  These  it  will  immediately  pro- 
ceed to  sort  and  despatch  to  those  branches  for  payment. 
The  advantage  gained  by  one  walk-clerk  or  messenger 
having  to  go  to  each  branch  instead  of  nineteen  or  twenty, 
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is  obvious,  though  the  difficulties  as  to  time,  distance,  etc., 
are  not  inconsiderable." 

While  the  scheme  remains  in  its  experimental  stage  it 
will  embrace  only  branches  of  the  clearing  banks,  and  of  the 
London  and  Provincial  Bank,  which  will  clear  through 
Messrs.  Glyn,  Mills  and  Co.,  its  clearing  agent.  It  is 
hoped  that  it  will  prove  possible,  at  a  later  date,  to  include 
also  the  West-end  and  Smithfield  bankers.  A  list  of 
branches  has  been  agreed  upon  which  will  be  regarded  as 
metropolitan,  and  all  suburban  branches  not  included  in 
this  list  will  henceforward  be  collected  through  the 
country  clearing.  There  will  thus  be  a  definite  division 
of  areas  into  Town,  Metropolitan,  and  Country,  and  to 
further  help  to  distinguish  these  areas  it  has  been  agreed, 
that  each  bank  shall  have  printed  upon  the  bottom  left- 
hand  corner  of  each  cheque,  before  it  is  issued  to  the  cus- 
tomer, either  a  T,  an  M,  or  a  C.  This  should  greatly 
facilitate  the  work  of  sorting,  and  reduce  errors  in  the 
process,  and  wrong  deliveries,  to  a  minimum.  To  the  bank's 
customer  it  should  prove  of  great  assistance,  as  he  will  be 
readily  able  to  calculate  the  time  required  for  clearing 
each  cheque.  Moreover,  the  London  banks  usually  collect 
country  cheques  before  crediting  them,  and  require  them 
to  be  entered  upon  separate  credit  slips.  As,  however, 
the  customer  was  often  unable  to  know  whether  a  cheque 
was  "  Town "  or  "  Country,"  much  time  was  wasted  in 
transferring  country  cheques  to  "  Town  "  slips,  and  vice 
versa. 

Owing  to  the  wide  area  covered  by  the  metropolitan 
clearing,  and  the  desirability  of  avoiding  any  clashing 
with  the  other  clearings,  the  hour  at  which  it  will  open  is 
an  early  one — 9  o'clock  on  ordinary  days,  and  8.45  on 
Saturdays.  The  first  delivery  will  be  made  when  the 
clearing  opens,  and  other  deliveries  at  frequent  intervals, 
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as  in  the  afternoon  town  clearing.  It  will  close  at  10.30 
on  ordinary  days,  and  9.45  on  Saturdays,  and  all  returns 
must  be  delivered  in  the  afternoon  town  clearing,  by 
4  o'clock  on  ordinary  days,  and  1.30  on  Saturdays.  The 
general  rules  already  existing  at  the  Clearing-House  will 
be  observed  as  far  as  they  apply. 

Having  given  a  description  of  the  operations  of  the 
clearing  and  the  means  by  which  these  are  carried  out,  it 
now  remains  for  us  to  describe  the  process  of  the  final 
balancing  and  the  mode  of  settlement  of  the  entire 
clearing. 

We  shall  suppose  that  each  clerk  has  balanced  with  his 
neighbours.  He  then  proceeds  to  fill  in  the  balances,  in 
his  favour  or  against  him,  as  the  case  may  be,  on  his 
Clearing  Balance  Sheet  (see  form).  For  the  sake  of 
example  we  shall  take  the  National  Provincial  Bank's 
balance  sheet,  and  shall  suppose  that  three-fourths  of  the 
other  clearing  bankers  owe  that  bank  balances  of  various 
amounts  aggregating  the  sum  of  £999,000  19s.  lid.,  and 
that  that  bank  owes  the  remaining  fourth  of  the  clearing 
bankers  various  balances  amounting  in  the  aggregate  to 
the  sum  of  £762,956  17  s.  9cl.  There  is  thus  a  balance  in 
favour  of  the  National  Provincial  Bank  of  .£236,044  2s.  2d. 
This  balance  is  not  brought  into  the  till  of  the  National 
Provincial  Bank  in  cash  and  bank  notes,  as  would  have 
been  the  case  prior  to  1854.  It  is  simply  transferred  to 
the  credit  of  their  account  at  the  Bank  of  England,  out  of 
the  account  kept  at  the  same  institution  called  the  "  Clear- 
ing Bankers'  Account." 

The  following  are  the  forms,  printed  on  green  paper, 
used  in  making  such  a  transfer. 
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(No.  1.) 

Settlement  at  the  Clearing-House. 

London,  ,  1900. 

To  the  Cashiers  of  the  Bank  of  England. 

Be  pleased  to  credit  our  account  the  sum  of  Two  hun- 
dred and  thirty-six  thousand  and  forty-four  pounds  2s.  2d. 
out  of  the  money  at  the  credit  of  the  account  of  the 
Clearing  Bankers. 

For  the  National  Provincial 
Bank  of  England,  Ltd., 
£236,044  2s.  2d.  A  B 

Seen  by  me  

Inspector  at  the  Clearing-House. 

For  which  the  Bank  gives  the  following  certificate: 

(No.  2.) 
Settlement  at  the  Clearing-House. 

Bank  of  England. 

,  1906. 


The  account  of  the  National  Provincial  Bank  of  England 
has  this  evening  been  credited  with  the  sum  of  Two 
hundred  and  thirty- six  thousand  and  forty-four  pounds 
2s.  2d.  out  of  the  money  at  the  credit  of  the  account  of 
the  Clearing  Bankers. 

For  the  Bank  of  England, 

C  D 

£236,044  2s.  2d. 
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On  the  other  hand,  let  us  suppose  that  the  final  balance 
of  the  clearing  instead  of  being  in  favour  of  a  banker  is 
against  him.  For  the  sake  of  further  example,  we  shall 
suppose  that  Barclay  and  Co.  owe  two-fifths  of  the  other 
clearing  bankers  various  balances  amounting  in  all  to 
d£736,504  3s.  8d.,  and  that  the  remaining  three-fifths  owe 
various  balances  amounting  in  all  to  =£685,302  19s.  6d. 
In  this  case  it  will  be  seen  that  instead  of  having  to  receive 
from,  they  have  to  pay  to,  the  clearing  the  sum  of 
,£51,201  4s.  2d.  And  here  again,  instead  of  having  to  re- 
ceive so  many  bank  notes  and  gold,  silver,  and  copper, 
from  those  bankers  whose  balances  were  in  favour  of  Bar- 
clay and  Co.,  and  paying  in  a  similar  manner  those  bankers 
whose  balances  were  against  them,  as  they  would  have  had 
to  do  prior  to  1854,  Barclay  and  Co.  now  would  have  to 
settle  the  final  balance  against  them  by  simply  giving  the 
following  order  on  the  Bank  of  England,  which  is  printed 
on  white  paper : 


Settlement  at  the  Clearing-House. 

London, ,  1906. 

To  the  Cashiers  of  the  Bank  of  England. 

Be  pleased  to  transfer  from  our  account  the  sum  of 
Fifty-one  thousand  two  hundred  and  one  pounds  4s.  2d., 
and  place  it  to  the  credit  of  the  account  of  the  Clearing 
Bankers,  and  allow  it  to  be  drawn  for  by  any  of  them 
(with  the  knowledge  of  either  of  the  Inspectors  signified  by 
his  countersigning  the  Drafts). 

For  Barclay  and  Co.,  Ltd., 

x         y 

£51,201  4s.  2d. 
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For  which  the  Bank  signs  the  following  certificate  : 


Settlement  at  the  Clearino-House. 
Bank  of  England. 


,  1906. 


A  transfer  for  the  sum  of  Fifty-one  thousand  two 
hundred  and  one  pounds  4s.  2c?.  has  this  evening  been 
made  at  the  Bank  from  the  account  of  Messrs.  Barclay 
and  Co.  to  the  account  of  the  Clearing  Bankers. 

For  the  Bank  of  England, 
C  D 

.£51,201  4s.  2d. 

This  certificate  has  been  seen  by  me 
Inspector. 

It  is  plain  that  by  the  operation  of  the  account  of  the 
clearing  bankers  kept  at  the  Bank  of  England,  into  which 
those  clearing  bankers  whose  balances  are  against  them, 
pay,  and  out  of  which  those  bankers  whose  balances  are  in 
their  favour,  draw,  the  gigantic  transactions  of  the  London 
Clearing-House  are  day  by  day  settled  without  the  aid  of 
a  single  penny. 

To  show  the  enormous  operations  passed  annually 
through  the  Clearing-House,  and  the  economic  effects 
involved  therein,  we  append  a  table  of  statistics  extracted 
from  the  annual  report  of  the  Committee  of  London 
Clearing  Bankers: 
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Table  showing  the  amounts  presented  through  the  London  Bankers' 
Clearing- House  in  all  years  for  which  records  have  been  pre- 
served. 


Years. 

Total  Clearings. 

On  Fourths  of 
the  Months. 

On  Consols 
Settling  Days. 

On  Stock  Ex- 
change Account 
Days. 

£ 

£ 

£  ~ 

£ 

1839 

954,402,000 

49,105,000 

36,035,000 

99,573,000 

1868 

3,425,185,000 

155,068,000 

134,552,000 

523,349,000 

1869 

3,626,396,000 

169,729,000 

149,932,000 

564,935,000 

1870 

3,914,220,000 

176,137,000 

163,230,000 

634,914,000 

1871 

4,826,034,000 

211,095,000 

210,647,000 

806,356,000 

1872 

5,916,452,000 

256,899,000 

246,922,000 

1,015,959,000 

1873 

6,070,948,000 

272,156,000 

249,755,000 

1,038,257,000 

1874 

5,936,772,000 

265,427,000 

260,244,000 

1,010,456,000 

1875 

5,685,793,000 

245,810,000 

251,572,000 

1,043,464,000 

1876 

4,963,480,000 

225,936,000 

225,948,000 

761,091,000 

1877 

5,042,383,000 

232,630,000 

228,254,000 

744,085.000 

1878 

4,992,398,000 

217,753,000 

227,241,000 

795,443,000 

1879 

4,885,937,000 

213,348,000 

225,381,000 

842,937,000 

1880 

5,794,238,000 

236,809,000 

255,224,000 

1,151,867,000 

1881 

6,357,059,000 

253,133,000 

278,864,000 

1,383,430,000 

1882 

6,221,206,000 

238,150,000 

278,387,000 

1,228,916,000 

1883 

5,929,404,000 

239,080,000 

254,620,000 

1,058,703,000 

1884 

5,798,555,000 

242,659,000 

268,352,000 

960,623,000 

1885 

5,511,071,000 

221,873,000 

249,327,000 

935,084,000 

1886 

5,901,925,000 

215,519,000 

263,497,000 

1,198,557,000 

1887 

6,077,097,000 

256,469,000 

297,199,000 

1,145,842,000 

1888 

6,942,172,000 

272,091,000 

332,470,000 

1,252,466,000 

1889 

7,618,766,000 

290,117,000 

351,690,000 

1,338,842,000 

1890 

7,801,048,000 

289,107,000 

358,598,000 

1,416,543,000 

1891 

6,847,506,000 

264,501,000 

314,807,000 

1,067,403,000 

1892 

6,481,562,000 

260,422,000 

299,405,000 

1,022,764,000 

1893 

6,478,013,000 

268,084,000 

300,478,000 

1,002,664,000 

1894 

6,337,222,000 

261,547,000 

301,448,000 

964,455,000 

1895 

7,592,886,000 

283,610,000 

345,446,000 

1,304,679,000 

1896 

7,574,853,000 

290,681,000 

380,354,000 

1,162,866,000 

1897 

7,491,281,000 

302,123,000 

362,610,000 

1,113,612,000 

1898 

8,097,291,000 

331,267,000 

402,861,000 

1,231,847,000 

1899 

9,150,269,000 

369,088,000 

403,042,000 

1.544,295,000 

1900 

8,960,170,000 

372,463,000 

438,126,000 

1.339,571,000 

1901 

9,5(51,169,000 

392,279,000 

184,047,000 

1,582,624,000 

1902 

10,028,742,000 

385,160,000 

570,337,000 

1,566,755,000 

1903 

10,119,825,000 

382,285,000 

693,805,000 

1,456,775,000 

1904 

10,564,197,000 

445,281,000 

697,160,000 

1.53(5,586,000 

1905 

12,287,936,000 

497,070,000 

638,783,000 

2,070,622,000 
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There  are  l<»c;tl  Clearing-Houses  in  many  of  the  larger 
provincial  towns,  as  in  Manchester,  Liverpool,  Birmingham, 
Newcastle-upon-Tyne,  Leeds,  and  Bristol,  at  which  cheques 
drawn  upon  banks  in  each  town  or  within  a  specified 
radius  are  exchanged.  The  business  of  these  clearing- 
houses is  necessarily  confined  to  local  cheques  or  bills 
which  are  in  the  hands  of  local  bankers,  and  other 
"  articles"  are  cleared  through  the  London  Clearing- 
House  by  means  of  the  London  agent  or  head  office.  In 
some  cases,  however,  notably  that  of  the  Manchester 
Clearing-House,  the  local  area  is  a  very  wide  one,  em- 
bracing as  it  does  the  whole  district  in  which  are  situated 
the  branches  of  the  banks  whose  head  offices  are  in 
Manchester.  The  details  of  the  work  of  these  clearing- 
houses differ  from  those  of  London  and  from  each  other, 
but  the  principle  involved  is  the  same,  and  in  most  cases 
the  differences  are  settled  by  means  of  transfers  at  the 
local  branch  of  the  Bank  of  England. 

As  we  have  seen  in  former  chapters  there  are  also 
clearing-houses  in  Scotland  and  Ireland ;  but  so  far  it  has 
not  been  found  practicable  to  establish  an  international 
Clearing-House  in  which  banks  in  all  three  kingdoms 
would  be  represented.  Some  of  the  Scotch  banks  have 
applied  for  admission  to  the  London  Clearing-House  but 
without  success.  One  reason  for  the  refusal  is  that  the 
Clearing-House  Committee  have  always  required  that  the 
members  of  the  House  shall  have  their  head  offices  in 
London.  Another  reason  is  that  all  the  Scotch  banks  are 
banks  of  issue,  and  the  possession  of  this  privilege  has 
given  them  a  monopoly  of  banking  in  Scotland,  practically 
preventing  the  establishment  of  a  branch  of  an  English 
bank  in  Edinburgh  or  Glasgow.  The  opening  of  branches 
of  the  Scotch  banks  in  London  was  therefore  in  some 
quarters   considered   an    encroachment,   and  the  clearing 
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bankers  were  on  this  account  unwilling  to  admit  them 
on  an  equality  by  granting  them  the  privileges  attendant 
on  membership  of  the  Clearing-House. 


Specimen  Form  of  the  London  Bankers'  Clearing 
Balance  Sheet. 

THE  NATIONAL  PROVINCIAL  BANK  OF  ENGLAND. 

Debtors.  Creditors. 


Barclay 

Bank 

Capt1.  &  Counties 

County 

Glyn 

Joint 

Lloyds 

Lond,  City,  & 

Midland 
Lond  &  South 

Westn 
London  &  West1*, 
Martin 
Metropolitan 
National 
Parr's 
Robarts 
Southwark l 
Union 
Williams 
Country  Clearing 
C.  H. 


1  This  is  the  Southwark  branch  of  the  London  and  Westminster 
Bank,  which  clears  separately. 
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SECTION  XXXIII. 

THE  PANICS  OP  1857  AND  OF  1866. 

IV  /T  R.  GILB  ART'S  estimate,  in  a  former  section,  of  the 
^  *-  effects  of  the  Bank  Charter  Act  of  1844,  in  produc- 
ing that  singularly  similar  sequence  of  variations  in  the 
rate  of  interest "  to  which  we  must  always  be  liable  as  long 
as  our  currency  is  regulated  by  the  Act,"  has  been  amply 
verified  by  subsequent  experience.  Nor  are  these  fluctua- 
tions of  rise  and  fall  in  the  bank  rate  more  marked  in  the 
regularity  of  their  fitfumess,  than  is  the  recurrence  of  those 
far  more  momentous  periodic  changes  in  the  money 
market  which  entail  misery  upon  thousands  of  happy 
households,  and  even  bring  nations  themselves  to  the 
verge  of  bankruptcy. 

It  has  been  remarked  that  panics  recur  at  regular  inter- 
vals of  about  ten  years  each ;  nor  can  this  be  wondered  at, 
seeing  that  the  years  1825,  1837,  1847,  1857,  and  1866 
have,  from  various  causes,  been  marked  by  the  catastrophes 
so  named.  Judging  by  this  recurrence  of  disasters  at  an 
apparently  fixed  period,  it  is  not  surprising  that  in  the 
popular  mind  there  seems  to  be  a  belief  that  a  cycle  exists, 
fated  to  bring  in  its  train  ruin  to  the  monetary  world  and 
to  millions  outside  of  it.  The  dominant  causes  of  the 
panics  of  the  years  specified,  and  their  distinguishing  char- 
acters, differ  in  some  essential  particulars.  In  one  feature, 
indeed,  they  are  all  alike — the  unreasoning  fear  which 
heralds,  accompanies,  accelerates,  and  sometimes  produces 
them. 
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Like  the  awful  panic  of  1825,  that  of  1857  came  suddenly 
upon  the  public.  A  general  delusion  had  prevailed  in  the 
former  year,  countenanced  by  the  speeches  from  the  throne 
on  the  opening  and  on  the  prorogation  of  Parliament,  as 
well  as  by  the  complacent  remarks  of  members  of  both 
Houses,  that  the  country  was  about  to  enjoy  an  era  of  un- 
exampled prosperity.  Peru  and  Mexico  were  to  pour  into 
her  lap  the  fabled  wealth  of  El  Dorado,  and  the  golden 
sands  of  Pactolus  to  be  eclipsed  by  the  treasures  which 
every  tide  would  bring  up  the  Thames.  By  the  end  of 
the  year  those  fairy  visions  had  disappeared  before  stern 
realities.  It  was  the  same  in  1857.  Families  that  had 
been  living  in  opulence,  were  in  a  few  brief  agonizing 
hours  reduced  to  beggary  and  plunged  in  despair — their 
fortunes  gone,  their  hopes  dreams.  Labour  was  driven 
from  its  accustomed  fields ;  commerce  laid  prostrate ;  credit 
all  but  extinct;  energy  paralyzed;  fear  and  distrust  in  the 
ascendant;  and  enterprise  a  departed  spirit.  The  gloom 
was  universal,  for  thousands  in  every  rank  of  life  were 
ruined. 

In  sober  truth,  the  crisis  of  1857  fell  upon  the  commer- 
cial world  like  a  thunderbolt.  Notwithstanding  the  extra 
expenditure  entailed  by  the  Crimean  war,  peace  was  con- 
cluded before  the  national  resources  had  been  strained 
beyond  the  limit  their  strength  could  bear. 

"  A  period  of  nearly  ten  years,"  says  an  able  writer, 
11  uneventful  as  far  as  commercial  disaster  is  concerned, 
may  be  passed  over  in  silence,  except  to  remark  that  in 
1852  consols  attained  their  maximum  price  since  1737, 
namely  101  i*.  The  beginning  of  the  memorable  year,  1857, 
seemed  to  promise  a  long  period  of  commercial  ease,  but 
the  outbreak  of  the  mutiny  in  India,  the  consequent  sus- 
pension  of  remittances  from  that  quarter,  and  the  inverse 
demand  for  specie,  the  demand  for  capital  to  supply  mate- 
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rials  of  mx  to  the  Government  and  the  Bast  India  Com- 
pany— all  those  causes  tended  to  depress  the  funds.  In 
January  they  reached  i)4jj;  in  November,  they  fell  to  87- 
— lower  than  at  any  time  since  January,  1856,  during  the 
pressure  of  the  Russian  war."  ' 

Even  so  late  in  the  year  as  the  month  of  August,  the 
public  were  unapprehensive  of  the  storm  soon  to  ensue, 
and  few  or  none  foresaw  the  severity  with  which  it  would 
rage.  During  the  inquiry  which  followed,  the  Governor  of 
the  Bank  stated: 

"Things  were  at  this  time  pretty  stationary;  the  pro- 
spects of  harvest  were  very  good;  there  was  no  apprehen- 
sion that  commerce  was  otherwise  than  sound.  There 
were  certain  more  far-seeing  persons  who  considered  that 
the  great  stimulus  given  by  the  war  expenditure,  which 
had  created  a  very  large  consumption  of  goods  imported 
from  the  East  and  other  places,  must  now  occasion  some 
collapse;  and  still  more  those  who  observed  that  the  mer- 
chants, notwithstanding  the  enhanced  prices  of  produce, 
were  nevertheless  importing  as  they  had  done  successfully 
in  the  previous  years.  But  the  public  generally  viewed 
trade  as  sound,  and  were  little  aware  that  a  crisis  of  any 
sort  was  impending,  far  less  that  it  was  so  near  at  hand." 

The  crisis  of  1847  had  been  owing  chiefly  to  excessive 
railway  speculations  at  home;  this  of  1857  was  mainly 
due  to  over-trading  abroad. 

About  the  middle  of  September  the  mails  brought  dis- 
astrous news  from  the  United  States.  American  railway 
securities  had  fallen  nearly  20  per  cent.  The  railway 
accounts  had  long  been  "  cooked,"  and  the  too  well-known 
results  of  the  process   followed — sudden  and    enormous 

1  "Commercial  Panics,"  by  Arthur  Locker:  Companion  to  the 
British  Almanac,  1867. 
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depreciations  of  railway  stock,  widely- spread  distrust,  a 
drain  upon  the  American  banks,  and  failures  shaking  com- 
mercial credit  to  its  centre.  The  proximate  cause  of  this 
terrible  crisis  in  America  was  the  stoppage  of  the  Ohio 
Land  and  Trust  Company;  an  establishment  which  made 
advances  on  financial  securities,  and  which,  at  the  time 
it  stopped  payment,  held  deposits  to  the  amount  of 
=£1,200,000.  Hereupon,  a  deliberately  planned  system  of 
"  bearing "  operations  was  put  in  movement,  which  was 
described  in  the  "  Times  "  City  article  of  September  10, 
1857,  as  follows: 

"  There  is  actually  a  powerful  combination  for  the 
avowed  purpose  of  bringing  all  the  principal  undertakings 
to  ruin.  A  large  body  of  active  persons  are  known  to  be 
associated  for  the  purpose :  they  influence  the  press  to 
work  out  their  views,  and  are  alleged  not  merely  to  operate 
with  a  joint  capital,  but  to  hold  regular  meetings,  and 
permanently  retain  legal  advisers,  whose  chief  vocation,  it 
may  be  assumed,  is  to  discover  points  that  may  enable  the 
validity  of  each  kind  of  security  to  be  called  in  question, 
and  thus  to  create  universal  distrust." 

The  downfall  of  the  Ohio  Land  and  Trust  Company  had 
been  quickly  followed  by  the  failure  of  150  banks  in  Penn- 
sylvania, Maryland,  Virginia,  and  Rhode  Island ;  and  since 
no  less  than  eighty  millions  of  American  railway  stock 
were  computed  to  be  held  in  England,  a  large  demand  for 
bullion  on  American  account  set  in  here.  The  run  for 
deposits  in  specie  on  the  New  York  banks  brought  about 
by  the  villainous  "bearing"  organization  noticed  above, 
swelled  distrust  in  America  into  a  panic,  which  soon  re- 
acted on  England.  By  the  middle  of  October  failures 
began  to  be  numerous  here.  Liverpool  and  Glasgow,  ever 
necessarily  the  most  sensitive  to  fluctuations  in  the  Ameri- 
can  markets,  exhibited  unmistakable  indications  of  the 
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probable  severity  of  the  coming  storm.  Rumours  spread 
affecting  the  Borough  Bank  of  Liverpool  '  and  the  Western 
I  lank  of  Scotland;  and  the  alarm  in  London,  where  failures 
were  following  in  quick  succession,  rose  to  its  height  when, 
on  November  7th,  the  great  firm  of  Dennistoun  and  Co., 
which  had  numerous  agencies  in  America  and  Australia, 
stopped  payment,  with  liabilities  of  about  two  millions; 
and  when,  on  the  moruing  of  the  9th,  news  arrived  of  the 
failure  of  the  Western  Bank  of  Scotland  for  between  six 
and  seven  millions.  Together  with  this  intelligence  came 
a  call  for  gold  from  Scotland,  a  most  unexpected,  because 
unusual  and  exceptional  circumstance  at  that  time  of  the 
year.  Three  hundred  thousand  sovereigns  were  despatched 
to  meet  this  demand;  and  when,  on  the  11th  of  November, 
the  city  was  excited  by  the  suspension  of  Sanderson  and 
Co.,  a  great  discount  house,  with  liabilities  to  the  amount 
of  upwards  of  five  millions,  when  further  demands  for 
gold  came  from  Scotland,  when  large  calls  followed  from 
Ireland  as  well,  when  failure  succeeded  failure,  and  the 
utter  rottenness  which  had  pervaded  the  commercial  world 
became  apparent,  and  general  bankruptcy  seemed  im- 
minent— recourse  was  had,  for  the  second  time,  to  the 
panacea — suspension  of  the  Bank  Act  of  1844.  Govern- 
ment authorized  the  Bank  of  England  to  exceed  the  pre- 
scribed limit  of  its  issues  by  discounts  and  advances  upon 
approved  securities. 

This  authorization,  which  was  given  on  the  12th,  at 
once  quieted  the  public  mind;  but  there  was  this  notable 
difference  between  the  effects  of  the  first  suspension  of  the 
Act  in  1847  and  of  the  present,  that  whereas  in  that  year 
the  mere  notice  of  suspension  had  operated  as  a  charm, 
and  no  notes  were  actually  issued  in  excess  of  the  statutory 

1  Not  long  afterwards  it  stopped  payment. 
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limit, — in  1857,  from  November  13th  to  December  23rd 
securities  of  the  value  of  =£2,000,000  in  excess  of  the 
amount  authorized  by  the  Act  of  1844  were  added  to 
those  in  the  Issue  Department,  and  notes  to  that  amount 
transferred  to  the  Banking  Department.  Nor  did  the  re- 
verses consequent  upon  fraudulent  financial  management 
and  reckless  overtrading  end  with  the  allaying  of  the 
general  panic.  Trade  with  America  had  acquired  such 
development  here  and  on  the  continent,  in  Germany,  es- 
pecially, that  failures  in  the  Hanse  Towns  and  other  cen- 
tres of  commerce  brought  about  the  downfall  of  many 
English  houses  in  this  connection,  and,  superadded,  were 
stoppages  of  large  firms  connected  with  the  Baltic  trade; 
among  them  the  Northumberland  and  Durham  Bank  for 
three  millions — so  that  it  was  hardly  before  the  close  of 
1858  that  the  collapse  of  dishonest  trading  and  fictitious 
credit  was  complete,  and  commercial  affairs  resumed  their 
legitimate  course. 

We  have  said  that  the  crisis  came  upon  the  world  with- 
out a  note  of  warning,  and  remarked  that  the  consequences 
of  the  financial  earthquake  which  shook  the  moneyed  in- 
stitutions of  America  to  their  base,  were  severely  felt  on 
the  continent,  as  well  as  in  the  United  Kingdom.  In  the 
autumn  of  1857  (August  17)  the  Bank  of  England  entered 
into  a  negotiation  with  the  East  India  Company  to  supply 
a  million  in  specie  for  transmission  to  the  East.  At  this 
date  the  bullion  was  ,£10,606,000,  the  reserve  =£6,296,000, 
and  the  rate  of  discount  5 J.  By  the  8th  of  October,  the 
bullion  had  fallen  to  ,£9,751,000,  the  reserve  to  £4,931,000, 
and  discount  was  raised  to  6  per  cent.  On  the  12th,  the 
rate  was  raised  to  7  per  cent.,  and  on  the  19th  to  8  per 
cent.  By  this  time  the  bullion  had  sunk  to  =£8,991,000, 
and  the  reserve  to  =£4,115,000.  At  Paris,  discount  had 
risen  to  7\%  and  at  Hamburgh  to  9  per  cent.    On  the  5th 
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of  November  the  Bank  of  England  raised  its  rate  to  the 
latter  figure,  and  on  the  9th,  to  10  per  cent.;  whilst  the 
Bank  of  France  raised  its  rates  to  8,  9,  and  10  per  cent,  for 
one,  two,  and  three  months.  By  the  11th,  the  bullion  in 
the  bank  was  reduced  to  £6,666,000,  and  the  reserve  to 
£1,462,000.  So  that  at  this  date  there  was  a  decrease, 
since  the  middle  of  August,  of  about  four  millions  in 
the  bullion,  and  of  close  upon  five  millions  in  the  reserve- 
As  soon  as  the  pressure  had  begun  to  be  felt,  a  great  de- 
mand for  gold  on  American  account  had  set  in;  and  in  the 
interval  between  this  period  and  the  rise  of  the  crisis  to 
panic  height,  large  amounts  of  specie  had  to  be  sent  to 
Scotland  and  Ireland,  whilst  the  discounts  meantime  were 
in  proportion  to  the  magnitude  of  the  calls  for  assistance ; 
on  the  12th,  they  amounted  to  ,£2,373,000.  The  state  to 
which  the  bank  was  reduced  on  the  evening  of  this  event- 
ful Thursday,  when  the  Act  was  suspended,  is  shown  by 
the  startling  fact  that  its  total  reserve  in  London  was  but 
£384,144,  and  at  its  branches,  only  £196,607  more.  The 
bankers'  balances  alone  against  it  on  this  very  evening 
were  £5,458,000.  It  is  clear,  therefore,  that  but  for  the 
suspension  of  the  Act  the  bank  must  have  stopped.  The 
"Times"  observed: 

"  On  the  merits  of  this  step  n  (the  suspension)  "  we  will 
say  but  little.  It  may  be  consistent  with  the  maxims  of 
political  economy  to  regulate  the  issue  of  notes  in  ordinary 
times,  and  thus  to  check  rash  speculation  and  the  embarka- 
tion in  business  of  men  destitute  of  capital,  while  when  an 
actual  dearth  of  money  prevails,  the  chief  banking  institu- 
tion of  the  country  may  be  allowed  to  extend  its  issue  of 
notes  under  a  public  guarantee.  But  if  such  is  to  be  the 
principle  of  our  monetary  system,  the  sooner  it  is  em- 
bodied into  a  law  the  better.  If  the  bank  is  to  extend  its 
legal  issue  of  notes  as  often  as  its  rate  of  discount  is  neces- 

II.  x 
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sarily  raised  above  a  certain  point,  then  an  Act  of  Parlia- 
ment should  establish  the  practice  on  sound  and  intelligible 
principles.  The  commercial  interests  of  the  country  should 
not  be  subjected  to  a  system  by  which  a  law  is  obeyed  as 
long  as  obedience  is  easy,  and  temporarily  swept  away  as 
often  as  pressure  or  panic  supervenes.  The  houses  which, 
in  1847  and  1857  have  stopped  payment  before  the  relaxa- 
tion of  the  law,  may  well  complain  that,  while  they  have 
been  crushed  by  the  operation  of  the  Bank  Charter  Act, 
others  not  more  solvent  or  of  higher  standing  than  them- 
selves have  been  saved  by  the  suspension  of  it. 

The  commercial  atmosphere  having  been  cleared  by  the 
monetary  hurricane  of  1857,  a  period  of  comparative  tran- 
quillity ensued.  The  bank  rate  of  discount  was  not  re- 
duced below  5  per  cent,  until  the  bullion  in  its  vaults 
exceeded  £1 5, 000,000;  but,  generally  speaking,  its  rate 
was  moderate  throughout  1859  and  1860,  and,  with  the 
exception  of  a  rise  to  8  per  cent,  in  1861,  which  was  but  of 
brief  duration,  the  same  may  be  observed  of  that  year  and 
of  1862.  Owing  to  the  large  issues  of  paper  money  in 
America  by  the  belligerent  governments  of  the  North  and 
South,  bullion  soon  disappeared  from  circulation  in  the 
warring  States,  and  floated  hither.  Hence  money  was 
plentiful  and  its  price  easy.  But  the  advantage  was  soon 
more  than  counterbalanced  by  the  monetary  derangement 
ensuing  from  the  absence  of  the  supply  of  cotton  from  the 
Southern  States — itself  a  consequence  of  the  civil]war  then 
and  there  raging.  The  price  of  this  great  staple  of  British 
manufacture  rapidly  rose.  Supplies  had  to  be  sought  from 
new  sources,  and  had  to  be  paid  for  in  cash.  The  drain 
which  then  set  in,  and  the  apprehension  of  over-speculation 
excited  by  the  number  of  new  companies  forming  under 
the  Limited  Liability  Act,  which  came  into  operation  at 
this  conjuncture,  caused  a  general  uneasiness.    This  state 
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of  feeling  commenced  in  the  fall  of  1863.  Between  this 
date  and  the  summer  of  1864  the  fluctuations  in  the  bank 
rale  of  discount  evidenced  the  feverish  condition  of  the 
country.  On  one  occasion  the  Bank  of  England  raised  its 
rate  twice  in  one  week,  from  5  to  6,  and  then  to  7  percent. 
This  was  in  the  winter  of  1863;  and  again  in  May,  1864,  it 
raised  its  rate,  twice  in  one  week,  to  9.  In  fact,  the  rate 
of  discount  during  this  period  was  continually  oscillating. 
Similar  disturbance  of  the  money  market  was  manifested 
in  France;  occasioned,  primarily,  by  the  American  civil 
war,  and  the  failure  in  the  supply  of  cotton.  Large 
amounts  of  specie  were  drawn  from  the  Bank  of  France, 
which  raised  its  rate  of  discount  several  times,  concurrently 
with  the  Bank  of  England,  and  to  the  same  figure. 

"Already  in  March,  1864,"  writes  Mr.  Macleod,  "the 
number  of  new  companies  formed  under  the  Limited 
Liability  principle  gave  great  uneasiness.  Up  to  that  time 
it  appeared  there  were  263  companies  formed,  with  a 
nominal  capital  of  =£78,135,000,  out  of  which  27  were 
banks,  and  15  discount  companies.  In  August,  1864,  the 
long-dated  acceptances  of  the  new  financial  companies 
began  to  press  on  the  market,  and  lay  the  foundation  of 
the  crisis  of  1866." 

On  the  20th  of  June,  1865,  the  rate  of  discouut  reached 
its  minimum,  3  per  cent.  From  the  3rd  of  August  to  the 
28th  of  September,  the  minimum  rate  of  discount  was  4 
per  cent. ;  on  the  28th  of  the  same  month  it  was  raised  to 
4J,  on  the  2nd  of  October  to  5,  on  the  5th  to  6,  and  on  the 
7th  to  7  per  cent. — a  rise  of  3  per  cent,  in  nine  days.  In 
November  a  drain  set  in  of  gold  to  Paris,  and  of  silver  to 
the  East.  The  bank  raised  its  rate  in  January,  1866,  from 
7  to  8.  At  the  same  time,  the  Bank  of  France  raised  its 
rate  from  4  to  5  per  cent.;  and  this  simultaneous  rise 
seems  to  have  exercised  a  healthy  influence  upon  jobbers 


308  THE    HISTORY,    PRINCIPLES,   AND 

and  speculators.  February,  1866,  was  a  period  of  intense 
perturbation  among  the  holders  of  miscellaneous  securities. 
Some  large  firms  engaged  in  railway  contracts  suspended 
payment.  Investments  became  unmarketable  which  a  few 
months  before  had  been  eagerly  sought  after,  and  the 
public  scouted  concerns  which  had  "  floated  "  readily  during 
the  Limited  Liability  mania.  Suspicion  everywhere  pre- 
vailed, and  all  kinds  of  securities  were  thrown  upon  the 
market  at  once.  And,  finally,  a  large  percentage  of  the 
companies  formed  under  the  Limited  Liability  Act  of  1862 
were  daily  wound  up,  to  the  serious  hindrance  of  the 
ordinary  business  of  the  courts. 

But  it  was  the  break-up  of  the  Joint-Stock  Discount 
Company,  which  first  raised  any  acute  alarm;  then  fol- 
lowed the  stoppage  in  April  of  Barned's  Bank,  at  Liver- 
pool, with  liabilities  of  three  and  a  half  millions.  The 
fright  culminated  into  universal  panic.  On  the  3rd  of 
May,  the  bank  raised  its  discount  from  6  per  cent.,  the 
quotation  for  the  previous  month,  to  7;  on  the  8th,  to  8; 
on  the  9th,  to  9.  And  on  the  10th  the  most  disastrous 
failure  that  ever  filled  the  City  with  panic  and  dread,  the 
stoppage  of  the  great  house  of  Overend,  Gurney,  and  Co., 
for  upwards  of  ten  millions  sterling,  took  place,  and  the 
bank  raised  its  rate  to  10  per  cent.  This  momentous  news 
was  only  known  after  banking  hours;  but  when  made 
public  by  the  papers  the  next  morning,  that  of  Friday,  the 
11th,  the  scene  of  excitement  which  then  took  place  is  said 
to  have  thrown  all  previous  wild  terrors  of  the  kind  into 
the  background;  it  was,  said  the  Chancellor  of  the  Ex- 
chequer next  evening  in  the  House  of  Commons,  declared 
by  the  oldest  inhabitants  of  the  City  to  have  been  without 
a  parallel. 

The  following  was  the  account  given  by  the  "  Times,"  in 
its  impression  of  May  12th,  1866,  of  this  bewildering  scene: 
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11  The  doors  of  the  most  respectable  banking  houses  were 
besieged,  more,  perhaps,  by  a  mob  actuated  by  the  strange 
sympathy  which  makes  and  keeps  a  mob  together,  than 
by  creditors  of  the  banks;  and  throngs,  heaving  and 
tumbling  about  Lombard  Street,  made  that  narrow  thor- 
oughfare impassable.  The  excitement  on  all  sides  was 
such  as  has  not  been  witnessed  since  the  great  crisis  of 
1825,  if  indeed  the  memory  of  the  few  survivors  who 
shared  that  panic  can  be  trusted  when  they  compare  it 
with  the  madness  of  yesterday.  Nothing  had  happened 
since  the  day  before  to  justify  such  a  fear  as  was  every- 
where shown.  Rumour,  however,  like  the  false  woman  in 
the  Laureate's  legend,  '  ran  riot  amongst  the  noblest 
names,'  and  left  no  reputation  unassailed.  Each  man  ex- 
aggerated the  suspicions  of  his  neighbour;  and  until  a 
report,  at  that  time  unfounded,  was  circulated  in  the 
afternoon,  that  the  Government  had  authorized  the  bank 
directors  to  issue  notes  to  the  extent  of  five  millions 
beyond  the  limit  imposed  by  the  Bank  Charter  Act,  it 
seemed  as  if  the  fears  and  distrust  of  the  commercial 
world  had  become  boundless." 

A  writer  in  the  "  Bankers'  Magazine  "  says: 

"  A  greater  crash  has  never  taken  place  in  any  one  week 
in  any  country  in  the  world.  Looking  at  the  list  of  sus- 
pensions, it  will  be  seen  that  their  business  ramifications 
are  more  than  European.  More  or  less  they  embrace  all 
the  four  quarters  of  the  world,  and  we  have  yet  to  feel  the 
reaction  from  the  effect  which  the  news  will  produce  as  it 
extends  from  point  to  point." 

The  fever  was  at  its  height,  the  crisis  had  set  in,  and, 
for  the  third  time,  suspension  of  the  Bank  Charter  Act 
wrought  the  cure.  In  reply  to  the  questions  certain  to  be 
asked  in  the  House  of  Commons  on  emergencies  of  the 
kind,  the  Chancellor  of  the  Exchequer  said: 
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"  I  stated  in  the  commencement  of  the  evening  that 
representations  had  been  made  to  me  from  quarters  of  the 
greatest  influence  and  credit  with  respect  to  the  extra- 
ordinary state  of  the  market,  and  the  distress  prevailing 
in  the  city  to-day.  I  stated  that  those  representations  had 
come  to  me  from  gentlemen  representing  in  particular  the 
private  banks  of  London,  and  I  expected  that  I  should 
shortly  have  received  similar  representations  from  those 
connected  with  the  joint-stock  banks.  Those  representa- 
tions I  have  received  accordingly,  and  they  were  pressed 
even  more  earnestly  and  urgently  than  I  anticipated.  I 
stated  also,  at  the  time  when  I  had  the  honour  of  address- 
ing the  House,  that  the  effects  of  the  day's  proceedings 
through  the  Bank  of  England  had  not  been  fully  given  to 
us.  Since  then  we  have  become  acquainted  with  them,  and 
we  find  that  the  bank,  through  a  desire  to  extend  relief, 
has  raised  its  loans  and  discounts  to-day  to  a  sum  of  some- 
thing more  than  £4,000,000.  The  effect  of  that  large 
accommodation  was  to  reduce  the  reserves  of  the  bank  to 
a  sum  not  very  far  short  of  =£3,000,000  of  money.  Under 
these  circumstances,  as  far  as  the  facts  are  known,  and 
there  being  no  reason  to  believe  that  any  great  change  has 
occurred  in  the  state  of  things,  the  estimate  is  sufficiently 
accurate  for  all  practical  purposes,  we  find  the  bank  re- 
serves reduced  in  a  single  day  from  a  sum  approaching 
£6,000,000  to  a  little  exceeding  £3,000,000.  The  Govern- 
ment have  felt  that  this  is  a  state  of  things  which,  com- 
bined with  the  public  feeling,  calls  for  intervention  on  their 
part.  We  have  taken  the  opportunity  during  the  evening 
of  considering  the  state  of  the  facts,  and  the  result  has 
been  that  we  have  addressed  a  letter  to  the  governor  and 
deputy-governor  of  the  bank,  substantially  the  same  as 
was  addressed  to  those  high  officers  in  1847  and  1857. 
That  is  to  say,  if   the  bank,  proceeding  upon   its  usual 
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prudent  rules  of  administration,  shall  find  occasion  to 
make  such  advances  from  the  issue  department  as  shall 
exceed  t  he  limits  allowed  by  law,  we  recommend  that  they 
should  not  hesitate  to  make  that  issue,  and  we  undertake 
to  make  immediate  application  to  Parliament  for  its 
sanction.  (Cheers.)  There  are  other  points  of  detail,  but 
that  is  the  substance  of  the  letter  which  shall  be  in  the 
hands  of  the  governor  and  deputy-governor  of  the  bank 
to-morrow,  and  which  I  earnestly  hope  may  have  the  effect 
of  allaying  the  feeling  of  uneasiness  which  prevails  in  the 
country,  especially  as  it  does  not  arise  from  any  general 
unsoundness  in  the  condition  of  our  commercial  relations, 
but  only  from  causes  of  a  peculiar  and  specific  character. 
In  that  respect  we  are  able  to  draw  a  favourable  distinction 
between  the  present  crisis  and  others  in  former  times ;  but 
there  is  also  another  distinction,  and  that  is  the  extra- 
ordinary rapidity  with  which  the  crisis  has  come  upon  us, 
and  which  has  prevented  the  adoption  of  measures  which 
otherwise  would  have  been  taken  for  its  relief.  We  have 
not,  however,  hesitated  to  act,  to  address  ourselves  to  the 
subject  with  all  the  means  in  our  power,  and  we  trust 
that  our  proceedings  will  meet  with  the  approbation  of 
Parliament."    (Cheers.) 

The  foregoing  took  place  on  the  evening  of  the  11th;  and 
on  the  17th  the  Chancellor  was  again  interrogated  as  follows: 
Captain  Gridley  asked  the  Chancellor  of  the  Exchequer: 
"  Whether  he  was  aware  that  the  directors  of  the  Bank 
of  England  had  declined  to  make  advances  upon  the 
lodgment  of  G-overmnent  securities,  on  the  ground  that 
they  ought  to  be  realized;  and  whether  he  considered  the 
directors  had  complied  with  the  expressed  understanding 
that  they,  on  getting  permission  to  increase  the  issue  of 
bank  notes,  were  to  afford  accommodation  to  bankers  and 
merchants." 
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Mr.  Wyld  asked  the  Chancellor  of  the  Exchequer: 

"If  it  were  true  that  the  Bank  of  England  had  refused 
to  make  advances  on  consols,  and  had  otherwise  neglected 
to  give  to  merchants,  bankers,  and  others,  the  accommo- 
dation not  only  implied,  but  expressed,  when  they  obtained 
power  to  increase  their  issue  of  notes." 

The  Chancellor  of  the  Exchequer: 

"  It  may  be  convenient  that,  in  answering  the  questions 
of  the  hon.  members,  I  should  combine  them  together,  as 
they  are  so  nearly  akin.  In  the  first  place,  I  may  say  that 
I  have  not  received  complaints  from  any  persons  who  con- 
sider themselves  aggrieved  by  the  conduct  of  the  Bank  of 
England.  At  the  same  time,  certain  rumours  have  gone 
abroad,  and  it  is  in  respect  of  those  rumours,  as  embodied 
in  the  questions  of  the  hon.  members,  that  I  give  my  reply. 
The  two  points  principally  raised  are  these.  First,  whether 
I  am  aware  that  the  directors  of  the  Bank  of  England 
have  declined  to  make  advances  upon  the  lodgment  of 
Government  securities,  on  the  ground  that  they  ought  to 
be  realized;  and,  secondly,  whether  I  am  of  opinion  that 
the  directors  have  complied  with  the  express  understand- 
ing that  they,  on  getting  permission  to  increase  the  issue 
of  bank  notes,  were  to  afford  accommodation  to  bankers 
and  merchants.  I  think  these  questions  have  been  very 
opportunely  put,  because  they  enable  me  to  remove  a  mis- 
apprehension that  has  got  abroad,  and  which  appears, 
from  all  that  I  can  see,  to  have  taken  possession  to  a  certain 
extent  of  the  public  mind.  The  misapprehension  refers 
equally  to  the  subject  of  advances  upon  bills  and  discount- 
ing of  bills,  and  to  advances  upon  Government  securities- 
The  best  account  that  can  be  given  of  the  operations  of  the 
Bank  of  England  with  regard  to  these  two  great  branches 
of  banking,  is  to  state  the  figures  relating  to  them,  and  I 
think  it  will  be  found  on  referring  to  them  that  the  Bank 
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of  England  lias  not  refused  to  make  advances  on  Govern- 
ment securities.  These  figures  are  as  follows:  The  advances 
made  1>\  the  Bunk  of  England  on  Government  securities 
on  Friday,  the  day  of  the  panic,  amounted  to  <£919,000> 
on  Saturday  to  <£747,000,  and  on  three  subsequent  days 
various  amounts,  making  up  the  total  amount  advanced 
on  these  securities,  in  five  days,  to  .£2, 874,000.  (Hear, 
hear.)  Then  with  regard  to  the  accommodation  of  com- 
merce in  general,  the  best  measure  that  can  be  given  of 
the  manner  in  which  the  bank  has  exercised  its  functions 
is  shown  in  this — that  it  has  made  advances  upon  bills 
and  has  discounted  bills  to  the  extent  of  =£9,350,000, 
making  a  total  of  advances  and  discounts  in  five  days  of 
.£12,225,000.  (Hear,  hear.)  Looking  at  these  figures,  I  do 
not  think  that  a  very  strong  prima  facie  case  has  been 
made  out  of  the  bank  having  declined  to  afford  to  com- 
merce the  accommodation  it  should  have  given,  but  it  is 
only  due  to  the  bank  that  I  should  point  out  certain  words 
in  the  letter  of  Government  which  were  expressly  intended 
to  serve  as  a  notice  to  the  world  that  the  Bank  of  England 
was  not  to  be  expected,  in  the  then  circumstances  of  diffi- 
culty, to  depart  from  all  rules  of  caution.  The  conditional 
promise  made  in  the  letter,  signed  by  the  First  Minister 
and  myself,  was  a  promise  to  apply  to  Parliament  for  its 
sanction,  in  case  it  should  happen  that  necessity  should 
require  the  bank,  for  the  purpose  of  making  advances  and 
discounting  bills,  to  issue  notes  beyond  the  limit  fixed  by 
law,  subject  to  the  restriction  that  the  bank  was  not  to  give 
to  everybody  everything  that  was  asked,  but  that  it  should 
be  governed  by  those  prudent  rules  of  caution  by  which  it 
was  generally  guided.  That  was  a  very  important  limita- 
tion, and  it  reserved,  I  think,  entirely,  as  it  was  meant  to 
do,  the  discretion  of  the  gentlemen  of  the  Bank  of  England, 
in  whom  we  have  every  reason  to  place  confidence.    With 
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regard  to  the  G-overnnient  securities  and  other  points,  the 
foundation  upon  which  the  rumours  rest  is  of  the  slightest 
possible  nature.  I  cannot  find  that  there  is  any  possible 
ground  for  supposing  that  any  limit  was  placed  by  the 
bank  on  its  advances  on  securities,  either  upon  Friday,  the 
day  of  the  severest  pressure,  or  upon  Saturday,  which  was 
also  a  critical  day;  but  on  Monday,  when  the  panic  began 
to  subside,  and  when  Government  securities  were  brought 
to  the  bank  for  advances,  the  bank  directors  suggested,  in 
various  instances,  to  the  holders  of  those  securities,  that  it 
would  be  better  for  them  to  try  the  open  market  and  to 
realize  for  themselves.  (Hear,  hear.)  In  consequence  of 
that  view — in  my  opinion,  not  an  unreasonable  one  on  the 
part  of  the  directors  of  the  bank — certain  sales  of  securities 
were  effected.  These  sales,  I  believe,  were  effected  by  one, 
two,  or  three  persons  only ;  and  whenever  representations 
were  made  to  the  bank  that  sales  could  not  be  made — 
meaning,  I  presume  thereby,  without  serious  loss — the 
bank  met  all  the  reasonable  demands  of  the  parties.  With 
respect  to  other  kinds  of  accommodation,  commercial  ac- 
commodation strictly  so  called,  I  have  not  been  able  to 
discover,  nor  are  the  authorities  at  the  bank  aware  of  any 
other  ground  for  the  rumours  existing  than  the  circum- 
stance that  applications  did  arise  from  one  or  two  quarters, 
not  for  an  amount  of  discount  to  a  given  limit,  but  for  an 
unlimited  amount  of  discount  to  be  made  use  of  in  case 
necessity  should  arise.  The  directors  of  the  Bank  of  Eng- 
land did  not  consider  that  their  duty  compelled  them  to 
accede  to  such  demands,  and,  as  far  as  I  am  able  to  judge, 
I  think  that,  under  the  circumstances  of  the  times,  they 
acted  wisely  in  giving  no  engagement  to  meet  an  unlimited 
amount  of  discount.  That,  I  believe,  to  be  the  sole  founda- 
tion for  the  rumours  which  are  abroad.  I  think  the  expla- 
nation I  have  given  is  one  which  the  House  will  be  glad 
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to  receive,  and  I  believe  that  the  authentic  figures  which  I 
have  stated  to  the  House  will  do  more  than  any  mere 
verbal  statement  to  explain  the  liberal,  yet  judicious 
manner  in  which  the  operations  of  the  Bank  of  England 
are  conducted  at  critical  periods.  I  hope  the  effect  of  such 
communications  will  be  that  all  that  hereafter  transpires 
with  respect  to  the  state  of  the  bank  will  tend  not  to  dis- 
turb, but  further  to  compose  the  public  mind."    (Cheers.) 

Annexed  is  the  correspondence  which  passed  between 
the  Government  and  the  bank  on  this  momentous  occa- 
sion : 

"Bank  of  England,  May  11,  1866. 

"  Sir, 

"  We  consider  it  to  be  our  duty  to  lay  before  the 
Government  the  facts  relating  to  the  extraordinary  demands 
for  assistance  which  have  been  made  upon  the  Bank  of 
England  to-day,  in  consequence  of  the  failure  of  Messrs. 
Overend,  Gurney,  &  Co. 

"  We  have  advanced  to  the  bankers,  bill  brokers,  and 
merchants,  in  London,  during  the  day,  upwards  of  four 
millions  sterling,  upon  the  security  of  Government  stock 
and  bills  of  exchange — an  unprecedented  sum  to  lend  in 
one  day,  and  which,  therefore,  we  supposed  would  be 
sufficient  to  meet  all  their  requirements,  although  the 
proportion  of  this  sum  which  may  have  been  sent  to  the 
country  must  materially  affect  the  question. 

u  We  commenced  this  morning  with  a  reserve  of 
.£5,727,000,  which  has  been  drawn  upon  so  largely  that  we 
cannot  calculate  upon  having  so  much  as  d63,000,000  this 
evening,  making  a  fair  allowance  for  what  may  be  remain- 
ing at  the  branches. 

"  We  have  not  refused  any  legitimate  application  for 
assistance,  and  unless  the  money  taken  from  the  bank  is 
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entirely  withdrawn  from  circulation,  there  is  no  reason  to 
suppose  that  this  reserve  is  insufficient. 

"  We  have  the  honour  to  be,  Sir, 

"  Your  obedient  Servants, 
(Signed)         "  H.  L.  Holland,  Governor. 
(Signed)      "  Thos.  Newman  Hunt,  Deputy- Governor. 

"  The  Right  Hon.  the  Chancellor  of  the  Exchequer,  M.P. 
&c  &c.  &c." 

"  To  the   Governor  and  Deputy- Governor  of  the  Bank   of 

England. 

"Downing  Street,  11th  May,  1866. 

"  Gentlemen, 

"  We  have  the  honour  to  acknowledge  the  receipt  of 
your  letter  of  this  day  to  the  Chancellor  of  the  Exchequer, 
in  which  you  state  the  course  of  action  at  the  Bank  of 
England,  under  the  circumstances  of  sudden  anxiety  which 
have  arisen  since  the  stoppage  of  Messrs.  Overend,  G-urney, 
&  Co.,  Limited,  yesterday. 

"  We  learn  with  regret  that  the  bank  reserve,  which  stood 
so  recently  as  last  night  at  a  sum  of  about  five  millions 
and  three-quarters,  has  been  reduced  in  a  single  day  by  the 
liberal  answer  of  the  bank  to  the  demands  of  commerce 
during  the  hours  of  business,  and  by  its  great  anxiety  to 
avert  disaster,  to  little  more  than  half  that  amount,  or  a 
sum  (actual  for  London  and  estimated  for  the  branches) 
not  greatly  exceeding  three  millions. 

"  The  accounts  and  representations  which  have  reached 
her  Majesty's  Government  during  the  day  exhibit  the  state 
of  things  in  the  city  as  one  of  extraordinary  distress  and 
apprehension.  Indeed,  deputations  composed  of  persons  of 
the  greatest  weight  and  influence,  and  representing  alike 
the  private  and  joint-stock  banks  of  London,  have  pre- 


PRACTICE   OF   BANKING.  317 

Bented  themselves  in  Downiug  Street,  and  have  urged,  with 
unanimity,  and  with  earnestness,  the  necessity  of  some  in- 
tervention  on  the  part  of  the  State,  to  allay  the  anxiety 
which  prevails,  and  which  appears  to  have  amounted, 
through  great  part  of  the  day,  to  absolute  panic. 

"  There  are  some  important  points  in  which  the  present 
crisis  differs  from  those  of  1847  and  1857.  Those  periods 
were  periods  of  mercantile  distress,  but  the  vital  considera- 
tion of  banking  credit  does  not  appear  to  have  been  involved 
in  them,  as  it  is  in  the  present  crisis. 

"Again,  the  course  of  affairs  was  comparatively  slow 
and  measured,  whereas  the  shock  has  in  this  instance 
arrived  with  an  intense  rapidity,  and  the  opportunity  for 
deliberation  is  narrowed  in  proportion.  Lastly,  the  reserve 
of  the  Bank  of  England  has  suffered  a  diminution  without 
precedent  relatively  to  the  time  in  which  it  has  been 
brought  about,  and  in  view  especially  of  this  circumstance 
her  Majesty's  Government  cannot  doubt  that  it  is  their 
duty  to  adopt,  without  delay,  the  measures  which  seem  to 
them  best  calculated  to  compose  the  public  mind,  and  to 
arrest  the  calamities  which  may  threaten  trade  and  in- 
dustry. If,  then,  the  directors  of  the  Bank  of  England, 
proceeding  upon  the  prudent  rules  of  action  by  which  their 
administration  is  usually  governed,  shall  find  that,  in  order 
to  meet  the  wants  of  legitimate  commerce,  it  be  requisite 
to  extend  their  discounts  and  advances  upon  approved 
securities,  so  as  to  require  issues  of  notes  beyond  the  limits 
fixed  by  law,  her  Majesty's  G-overnment  recommend  that 
this  necessity  should  be  met  immediately  upon  its  occur- 
rence, and  in  that  event  they  will  not  fail  to  make  applica- 
tion to  Parliament  for  its  sanction. 

"No  such  discount  or  advance,  however,  should  be 
granted  at  a  rate  of  interest  less  than  10  per  cent.,  and 
her  Majesty's   Government  reserve  it   to   themselves   to 
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recommend,  if  they  should  see  fit,  the  imposition  of  a 
higher  rate.  After  deduction  by  the  bank  of  whatever  it 
may  consider  to  be  a  fair  charge  for  its  risk,  expense,  and 
trouble,  the  profits  of  these  advances  will  accrue  to  the 
public. 

"  We  have  the  honour  to  be,  gentlemen, 

"  Your  obedient  Servants, 
(Signed)         "  Russell. 
(Signed)         "  W.  E.  Gladstone." 

The  official  correspondence  is  completed  by  the  following 
letter  and  accompanying  resolutions: 

To  the  Right  Hon.  Earl  Russell  and  the  Right  Hon. 
W.  E.  Gladstone,  M.P. 

Bank  of  England,  May  12. 
"  My  Lord  and  Sir, 

"  Having  laid  before  the  court  of  directors  the  letter 
received  from  you  yesterday  with  respect  to  a  further  issue 
of  notes,  if  necessary,  beyond  the  limit  affixed  by  the  Act 
of  1844,  we  have  now  the  honour  to  enclose  a  copy  of  the 
resolutions  of  the  court  thereupon. 

"  We  have  the  honour  to  be,  my  Lord  and  Sir, 

"  Your  most  obedient  servants, 
"  H.  L.  Holland,  Governor. 
"  Thos.  N.  Hunt,  Deputy -Governor." 

"  {Copy  of  Resolutions  Enclosed.) 

"  At  a  court  of  directors  of  the  bank,  on  Saturday,  the 
12th  of  May,  1866. 

"  Resolved, — That  the  governors  be  requested  to  inform 
the  First  Lord  of  the  Treasury  and  the  Chancellor  of  the 
Exchequer  that  the  court  is  prepared  to  act  in  conformity 
with  the  letter  addressed  to  them  yesterday. 
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"  h'rsolved, — That  the  minimum  rate  of  discount  on  bills 
not  haTing  more  than  ninety-five  days  to  run  be  raised 
from  9  to  10  per  cent. 

"  Hammond  Chubb,  Secretary." 

In  Patterson's  "  Science  of  Finance,"  pp.  237-239,  the 
following  observations  are  made  with  reference  to  the 
suspension  of  the  Bank  Act  on  this  occasion: 

"  It  was  midnight  before  the  announcement  was  made. 
In  the  interview  which  the  deputation  from  the  banks  had 
with  the  Chancellor  of  the  Exchequer,  the  necessity  of 
suspending  the  Act  was  urged  upon  the  Government  by 
all  present,  except  the  representative  of  the  Bank  of  Eng- 
land. This  was  mere  bravado  on  the  part  of  the  bank.  The 
other  banks  could  have  shut  it  up  at  once,  simply  by  with- 
drawing the  reserves  which  they  keep  at  the  bank.  Indeed, 
one  of  the  representatives  of  the  joint-stock  banks  is  re- 
ported to  have  said  plainly,  addressing  the  bank's  repre- 
sentative, '  I  can  draw  a  couple  of  cheques  to-morrow 
morning  which  will  shut  you  up  at  once.'  The  Bank 
Directors  knew  this  quite  well;  but  they  knew  also  that 
they  could  indulge  in  bravado  safely,  as  it  was  perfectly 
certain  that  the  Bank  Act  must  be  suspended.  .  .  .  The 
effect  of  the  announcement  of  the  suspension  of  the  Bank 
Act  was  so  salutary  that  next  day  (Saturday)  it  was 
generally  thought  that  the  crisis  was  at  an  end.  But,  as 
became  visible  in  a  day  or  two,  the  crisis  was  not  at  an 
end — the  panic  revived.  Large  commercial  failures  began, 
imperilling  the  banks  which  held  the  bills  of  the  fallen 
merchants;  the  'bearing'  operations  went  on;  a  run  for 
deposits  was  kept  up  on  several  of  the  banks.  It  was 
impossible  for  these  establishments  to  convert  their  se- 
curities into  bank-notes  in  sufficient  amount  to  meet  the 
run  upon  them.   After  paying  out  50  per  cent,  of  its  de- 
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posits  in  cash,  the  Bank  of  London  (a  substantially  solvent 
establishment)  had  to  stop;  as  almost  every  bank  in  like 
circumstances  must  do.  When  the  Bank  of  London  stopped, 
the  Consolidated  Bank  came  to  the  rescue.  .  .  .  But  as 
the  Consolidated  Bank  did  not  engage  to  take  over  the 
'  acceptances '  of  the  Bank  of  London,  the  legality  of  the 
arrangements  between  the  two  banks  was  challenged,  and 
the  Consolidated  Bank  was  threatened  with  a  suit  in 
Chancery.  ...  In  these  circumstances,  the  Consolidated 
Bank  was  unable  to  meet  the  run  upon  it;  and  after  pay- 
ing out  a  large  sum  to  the  depositors  of  the  Bank  of 
London  as  well  as  its  own  during  a  struggle  of  three 
days,  it  closed  its  doors.  After  a  still  longer  struggle — 
and  mainly  in  consequence  of  a  lying  telegram  sent  from 
this  country  to  Bombay,  announcing  its  failure — the  Agra 
and  Master  man's  Bank  was  likewise  compelled  to  suspend 
payment. 

"  Contemplate  the  magnitude  of  the  disaster.  Overend, 
Gurney,  and  Co.,  the  oldest  and  most  powerful  discount- 
house  in  the  kingdom — the  English  Joint-Stock  Bank, 
which  fell  because  a  large  portion  of  its  deposits  was 
locked  up  in  the  stoppage  of  Overend  and  Co. — the  Im- 
perial Mercantile  Credit  Company,  the  European  Bank, 
the  Bank  of  London,  the  Consolidated  Bank,  and  the 
Agra  and  Masterman's,  with  its  wide-spread  connections, 
were  wrecked  during  that  terrible  season  of  panic.  All 
three — the  Bank  of  London,  the  Consolidated  Bank,  and 
the  Agra  and  Masterman's — were  perfectly  solvent  estab- 
lishments ;  and  the  two  latter  subsequently  resumed  busi- 
ness. Their  suspension  (which  was  only  momentary  in  the 
case  of  the  Consolidated  Bank)  was  caused  not  by  a  want 
of  assets,  but  from  the  impossibility  of  converting  their 
assets  into  currency  (Bank  of  England  notes),  in  order  to 
meet  the  unusual  demand  upon  them." 
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The  several  panics  that  have  occurred  have  originated, 
or  are  supposed  to  have  originated,  in  as  many  distinct 
causes.  Thus,  the  panic  of  1825  has  been  ascribed  to 
anticipated  profits  on  working  foreign  mines;  that  of  1836 
chiefly  to  the  rapid  extension  of  joint-stock  banks;  that  of 
1847  to  excessive  railway  undertakings;  that  of  1857  to 
reckless  over-trading;  and  that  of  1866  (mainly  due  to 
a  mistaken  estimate  of  the  advantages  of  the  Limited 
Liability  Act,  which  led  to  the  too  rapid  formation  of 
finaucial  companies),  has  been  styled  a  "  banking  panic." 
But,  although  it  be  true  that  each  crisis  of  the  kind  is  in 
large  part  produced  by  a  distinct  proximate  cause,  yet  the 
primary  cause  of  each  and  all  is  inordinate  speculation 
begotten  of  the  lust  of  gold.  Men  are  in  haste  to  be  rich. 
This  is  no  new  thing.  It  has  been  observable  in  all  times, 
and  in  all  countries.  But  the  fact  is  more  patent  now  than 
ever.  Men  live,  as  they  journey,  at  railroad  pace.  So  long 
as  appearances  can  be  kept  up,  they  "  lay  the  flattering 
unction  to  their  souls"  that  some  lucky  hit  will  make  all 
right.  Honesty  gives  place  to  expediency.  Shifts,  evasions, 
trickery,  undermine  the  moral  sense,  and  grow  into  con- 
firmed habits.  The  shams  of  private  life  are  transported 
into  men's  public  business.  To  seem  is  to  be.  Existence 
is  undervalued  unless  men  can  "  grow  to  what  they  seem  " 
as  respects  wealth,  and  hence  petty  frauds  develop  into 
gigantic  swindles. 

The  disclosures  elicited  by  the  Select  Committee  of  the 
House  of  Commons  (appointed,  after  the  panic  of  1857,  to 
inquire  into  the  operation  of  the  Bank  Act  of  1844),  and 
published  in  their  Report  issued  the  succeeding  year,  show, 
so  instructively,  the  mechanism  of  the  "  bubble-blowing," 
whose  brilliant  but  evanescent  colours  dazzle  and  bewilder 
the  public  eye  so  as  to  cheat  the  multitude  into  a  belief  of 
the  airy  nothings   being  globes  of  solid  metal,  that  we 

II.  Y 
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quote  largely  from  its  warning  pages.  It  is  to  be  regretted 
that  a  like  inquiry  was  not  instituted  after  the  panic  of 
1866.  Kevelations  of  even  more  startling  character  would, 
most  probably,  have  been  the  result.  The  exposure  of  the 
machinery  of  commercial  fraud,  of  banking  incapacity,  and 
of  general  gullibility  which  we  proceed  to  extract,  will, 
however,  apply,  mutatis  mutandis,  to  every  monetary  crisis 
yet  recorded;  and  affords  far  too  valuable  a  lesson  to  be 
omitted.    The  Committee,  then,  report  as  follows : 

"  The  first  occurrence  in  this  countrv  which  caused 
alarm,  was  the  failure  of  the  house  of  Macdonald  and  Co., 
of  Glasgow  and  London,  which  took  place  in  October,  and 
was  accompanied  by  the  failures  of  Monteith  and  Co.,  and 
Wallace  and  Co.,  of  Glasgow.  The  house  of  Macdonald 
employed  a  great  many  work-people  in  sewing  muslin 
goods  for  the  home  trade,  and  for  the  American  market, 
and  this  they  carried  on  to  a  very  large  extent.  They  had 
been  in  fair  credit  till  very  nearly  the  time  of  their  failure, 
but  shortly  before  that  period  they  are  described  as  having 
given  out  that  they  had  changed  their  mode  of  doing 
business,  for  the  purpose  of  embracing  a  wider  field.  This, 
however,  is  represented  as  having  been  a  deception,  in- 
tended to  cover  a  system  to  which  they  had  recourse  of 
drawing  fictitious  bills,  and  to  give  to  those  bills  the 
appearance  of  genuine  business  transactions. 

"  From  the  records  of  the  public  tribunals,  it  appears 
that  a  very  considerable  number  of  persons  (one  of  the 
partners  is  said  to  have  admitted  as  many  as  seventy-five) 
in  London,  and  other  places,  were  employed  by  this  firm, 
for  a  small  commission,  to  put  their  names  to  fictitious 
bills,  which  were  then  discounted,  a  large  proportion  of 
them  in  Glasgow;  and  when  the  house  of  Macdonald 
failed,  it  was  found  to  be  indebted  to  the  Western  Bank 
.£422,000. 


PRACTICE  OF  BANKING.  323 

"F«»r  a  general  review  of  the  failures  which  occurred  in 
England  your  Committee  have  been  indebted  to  Mr.  Cole- 
man and  to  Mr.  Ball,  of  the  firm  of  Messrs.  Quilter  and 
Ball,  both  eminent  accountants  in  London.    These  gentle- 
man do  not  profess  to  have  studied  abstruse  questions  of 
currency ;  they  do  not  represent  themselves  as  particularly 
conversant  with  the  operation  of  the  Act  of  1844.    They, 
however,  assign  what  appears  to  your  committee  an  ade- 
quate  cause  for  the   recent   commercial  crisis.    Availing 
themselves  of  their  experience  in  1847,  the  affairs  of  which 
have  now  been  finally  closed,  to  illustrate  the  transactions 
of  1857,  which  still  appear  in  estimate,  and  are  therefore 
liable  to  correction,  they  ascribe  the  calamities  of  both 
periods  to  the  same  principal  cause — viz.,  the  great  abuse 
of  credit,  and  consequent  over-trading.    They  notice  also 
this   difference  between  the   two  periods:    many  of   the 
houses   which   fell   in    1847,   they   say,   had    once    been 
wealthy,  but  had  long  ceased  to  be  so.    Those  of  1857 
had,  with  few  exceptions,  never  possessed  adequate  capital, 
but  carried  on  extensive  transactions  by  fictitious  credit. 
In  1847,  for  example,  one  house,  which  had  been  originally 
wealthy,  failed,  with  liabilities  amounting,  in  the  whole, 
to  upwards  of  £1,800,000,  of  which  not  quite  .£1,000,000 
were   to   be   paid   by    other   parties,  leaving   more    than 
£800,000  the  direct  liabilities  of  the  house.    The  capital, 
as  represented  in  their  books  at  the  time  of  suspension, 
was   £215,000,   and   the   assets,  according  to  their  own 
valuation,    £800,000,   or   nearly   sufficient   to    meet   the 
whole  of  their  liabilities.    Very  different,  however,  was 
the  valuation  of  the  accountant,  who  estimated  their  assets 
at  .£185,000,  and  even  that  was  materially  diminished  in 
the  result.     The  dividend  ultimately  paid  was  only  nine- 
pence  in  the  pound!    This  firm,  originally  merchants,  in- 
sensibly advanced  their  capital  to  planters  in  the  East 
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Indies,  until  it  became  necessary  for  them  to  be  planters 
themselves.  They  then  were  compelled  to  obtain  advances 
from  others,  which  they  accomplished  by  the  sale  and  cir- 
culation of  bills  in  the  East  Indies  upon  the  house,  to  a 
great  extent.  Obtaining  credit  in  that  manner  they  post- 
poned their  fall  many  years,  and  ultimately  fell,  paying 
only  ninepence  in  the  pound.  In  this  case,  advances  had 
been  made  on  the  credit  of  the  next  year's  crop.  This  was 
an  extreme  case,  and  was  connected  with  peculiar  con- 
siderations at  that  time  affecting  the  price  of  colonial 
produce,  the  principal  property  of  the  house.  But  Mr. 
Coleman,  from  whose  evidence  these  particulars  have  been 
taken,  says,  that  the  estates  which  came  under  his  notice 
as  insolvent  in  that  year,  paid  generally  very  small  divi- 
dends, not  averaging  more  than  4s. 

"  Another  example  of  the  same  period  is  described  by 
Mr.  Ball  as  follows :  It  was  that  of  a  house  which  failed  in 
1847;  they  were  engaged  very  largely  as  merchants  in  this 
country,  and  they  were  a  house  of  very  old  standing.  In 
the  course  of  their  business,  they  came  under  advances  to 
a  house  in  one  of  the  colonies,  on  the  security  of  the  crops 
to  be  sent  forward  from  time  to  time.  The  parties  to 
whom  those  advances  were  so  made  failed  to  repay  them ; 
that  is  to  say,  to  recoup  the  London  house  for  them;  and 
eventually  the  London  house  was  obliged  to  take  upon 
themselves  the  business  which  was  originally  conducted  by 
those  whom  they  accommodated  with  advances;  in  other 
words,  the  merchant  in  London  did  practically  become  the 
planter  and  the  owner  of  estates.  After  he  had  so  become 
the  planter,  his  position  was  changed  from  that  of  being  a 
person  who  made  advances,  and  he  himself  found  it  neces- 
sary to  obtain  advances.  Most  likely  the  course  would  be 
this,  that  the  house  on  the  other  side,  perhaps  the  corre- 
spondents themselves  of  the  London  house,  would  draw 
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upon  the  London  house,  or  draw  upon  some  third  party, 
and  remit  to  the  London  house;  which  bill  the  London 
house  would  take  to  its  banker  and  get  discounted,  and  by 
that  process  would  be  placed  in  funds  to  provide  from 
time  to  time  for  its  own  engagements.  The  result  of  which 
would  be  to  sustain  for  some  time  the  credit  of  the  house, 
after  the  capital  of  the  house  had  been  exhausted.  The 
effect  would  be  to  enable  them  to  hold  produce  in  expecta- 
tion of  better  prices;  the  longer  it  was  continued,  the 
heavier  would  be  the  ultimate  loss.  After  an  interval  of  ten 
years,  this  house  has,  within  the  last  few  months,  paid  a 
final  dividend,  making  a  total  of  Is.  lOd.  in  the  pound. 

"  Mr.  Ball  is  asked: 

"  '  Looking  back  to  the  experience  of  the  year  1847,  were 
the  dividends  that  were  paid  by  the  insolvent  houses 
generally  very  small? ' — '  The  average  dividend  would  be 
small,  so  far  as  I  recollect.  Here  and  there  would  be  a 
house  which  would  pay  in  full,  or  would  pay  a  very  large 
dividend;  but  the  general  result  was,  that  a  small  dividend 
upon  the  whole  was  received  by  the  creditors.' 

" '  Looking  back  now,  with  your  experience,  to  the 
results  of  1847,  is  it  your  opinion  that  if  the  law  had 
afforded  greater  facilities  for  obtaining  credit  at  that  time 
for  the  purpose  of  sustaining  these  houses  longer,  the 
result  would  have  been  more  advantageous  to  the  houses 
themselves,  or  to  the  community  at  large? ' — ■  Knowing 
what  I  do  of  the  internal  state  of  those  houses  when  they 
did  stop,  I  should  say  that  had  they  been  able  to  obtain 
further  credit  for  a  continued  period  of  time,  it  would  only 
have  had  a  temporary  effect  upon  their  position,  and  that 
most  of  them  (of  course  I  have  a  reserve  of  some  good 
cases  in  my  mind),  from  their  internal  condition  being  worn 
out,  and  from  the  want  of  real  capital  in  their  concerns, 
must  have  failed  ultimately,  and  that  the  longer  the  assist- 
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ance  was  continued  simply  upon  their  credit,  the  greater  the 
ultimate  loss  would  be.' 

" '  Such  is  your  view  of  the  failures  that  took  place  in 
1847,  speaking  generally?  ' — '  That  is  my  view.' 

"Your  Committee  have  thought  it  not  irrelevant  to 
place  on  record  these  instances,  which  it  was  not  in  the 
power  of  their  predecessors  in  1848  to  give,  because  they 
furnish  an  instructive  example  how  readily  misfortunes 
are  at  the  time  attributed  by  the  sufferers,  and  others 
sympathizing  with  them,  to  the  operation  of  statutory 
enactments,  which  misfortunes,  upon  a  full  review  of  all 
the  circumstances  attending  them,  it  is  obvious  that  no 
wisdom  of  the  legislature,  no  regulation  of  the  currency  could 
have  prevented. 

"  Your  Committee  have  before  them  the  particulars  of 
thirty  houses  which  failed  in  1857.  The  aggregate  liability 
of  these  houses  is  ,£9,080, 000;  of  this  sum  the  liabilities 
which  other  parties  ought  to  provide  for  amount  to 
£5,215,000,  and  the  estimated  assets,  £2,317,000.  Be- 
sides the  failures  which  arose  from  the  suspension  of 
American  remittances,  another  class  of  failures  is  disclosed. 
The  nature  of  these  transactions  was  the  system  of  open 
credits  which  were  granted;  that  is,  by  granting  to 
persons  abroad  liberty  to  draw  upon  the  house  in  England 
to  such  extent  as  had  been  agreed  upon  between  them; 
those  drafts  were  then  negotiated  upon  the  foreign  ex- 
changes, and  found  their  way  to  England,  with  the  under- 
standing that  they  were  to  be  provided  for  at  maturity- 
They  were  principally  provided  for,  not  by  staple  commo- 
dities, but  by  other  bills  that  were  sent  to  take  them  up. 
There  was  no  real  basis  to  the  transaction,  but  the  whole 
affair  was  a  means  of  raising  a  temporary  command  of 
capital  for  the  convenience  of  the  individuals  concerned, 
merely  a  bare  commission  hanging  upon  it;    a   banker's 
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commission  was  all  that  the  houses  hi  England  got  upon 
those  transactions,  with  the  exception  of  receiving  the  con- 
signments probably  of  goods  from  certain  parties,  which 
brought  them  a  merchant's  commission  upon  them;  but 
they  formed  a  very  small  amount  in  comparison  with  the 
amount  of  credits  which  were  granted.  One  house,  at  the 
time  of  its  suspension,  was  under  obligation  to  the  world 
to  the  extent  of  about  .£900,000.  Its  capital  at  the  last  time 
of  taking  stock  was  under  £10,000.  Its  business  was  chiefly 
the  granting  of  open  credits — i.e.,  the  house  permitted 
itself  to  be  drawn  upon  by  foreign  houses  without  any  re- 
mittance previously  or  contemporaneously  made,  but  with 
an  engagement  that  it  should  be  made  before  the  accept- 
ance arrived  at  maturity.  In  these  cases,  the  inducement 
to  give  the  acceptance  is  a  commission  varying  from  \  to 
\\  per  cent.  The  acceptances  are  rendered  available  by 
being  discounted,  as  will  appear  hereafter,  when  the  affairs 
of  the  banks  which  failed  come  under  our  notice. 

"  The  obvious  effect  of  such  a  system  is  first,  unduly  to 
enhance,  and  then,  whilst  it  continues,  to  sustain  the  price 
of  commodities.  In  1857,  that  fall  of  prices  which,  accord- 
ing to  Mr.  Neave,  '  far-seeing  people  had  anticipated,' 
actually  occurred.  Tables  have  been  put  in  by  more  than 
one  of  the  witnesses,  exhibiting  an  average  fall  of  20  or  30 
per  cent.,  in  many  instances  much  more,  upon  the  compari- 
son of  July,  1857,  with  January,  1858.  It  needs  no  argu- 
ment to  prove  what  effect  such  a  fall  must  have  upon 
houses  which  had  accepted  bills,  on  the  security  of  produce 
consigned,  to  the  extent  of  one  hundred  times  the  amount  of 
their  own  capital. 

"  The  witness  is  asked: 

"  '  In  the  case  which  you  are  now  describing  to  the 
Committee,  these  transactions  had  gone  on  to  the  extent 
of  £900,000.    The  real  guarantee  was  partly  produce  and 
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partly  bills  of  exchange ;  to  whatever  extent  that  produce 
was  depreciated,  of  course  the  liability  of  the  firm  to 
failure  would  arise,  and  the  capital  of  that  firm,  to  meet 
such  depreciation  of  produce,  was  about  one-hundredth 
part  of  the  whole  of  their  liabilities? ' — •  That  is  so.' 

"  '  Do  you  consider  that  case  to  be  a  fair  illustration  of 
the  recent  commercial  disasters  which  have  occurred?' — 
4 1  think  it  is,  though  I  should  mention  that  in  some  cases 
the  proportion  of  capital  possessed  was  larger  than  that 
which  I  have  mentioned.  .   .  .' 

"  The  commercial  crisis  was  very  little  felt  in  Ireland 
until  the  failure  of  some  of  the  banks  in  England  and 
Scotland.  The  trade  of  Ireland,  with  the  exception  of 
that  of  Belfast,  being  little  connected  with  the  United 
States,  did  not  feel  directly  the  effect  of  the  failures  there, 
but  when  failures  began  to  take  place  at  home,  there  was 
an  internal  pressure  consequent  upon  them,  which,  about 
the  early  part  of  the  month  of  November,  manifested  itself 
severely  in  a  demand  for  gold  by  depositors  and  holders 
of  notes,  and  there  was  a  run  on  the  savings  banks.  The 
Bank  of  Ireland  advanced  to  the  banks  in  Ireland  re- 
quiring gold  to  the  extent  of  about  .£250,000;  and  they 
were  obliged  to  draw  from  the  Bank  of  England  from 
£1,000,000  to  £1,200,000  besides.  Belfast  has  a  large 
trade  with  the  United  States,  as  well  as  a  constant  inter- 
course with  Scotland,  but  there  was  no  alarm  until  the 
time  of  the  Scotch  bank  failures.  There  was  then,  what 
had  never  been  known  before  in  Belfast  since  the  institution 
of  the  joint-stock  banks,  a  considerable  run  for  gold  in  ex- 
change for  their  notes.  But  the  amount  of  gold  which  they 
held  under  the  Act  of  1845  was  a  source  of  strength.  The 
banks  appear  to  be  well  constituted,  and  no  serious  results 
ensued.   .  .  . 

"  Your  Committee  have  examined  Mr.  Joshua  Dixon, 
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who  in  August,  1857,  first  assumed  the  post  of  managing 
director  of  the  Borough  Bank;  Mr.  Fleming,  who  has 
been,  since  July,  1857,  assistant  manager,  manager  or 
liquidator  of  the  Western  Bank  of  Scotland;  and  Mr. 
Kirkmau  Hodgson,  a  member  of  the  House,  aud  director 
of  the  Bank  of  England,  who,  being  well  acquainted  with 
the  trade  of  Newcastle,  went  to  that  town  in  November,  for 
the  purpose  of  ascertaining  how  far  it  was  right  that  the 
Bank  of  England  should  give  assistance  to  the  North- 
umberland Bank. 

"  The  state  of  these  three  banks  at  the  time  of  their 
failure  may  be  collected  from  the  following  summary,  viz.: 

"  Mr.  Joshua  Dixon,  for  many  years  resident  in  the 
United  States,  and  once  a  private  banker  at  New  Orleans, 
settled  at  Liverpool  in  1852,  and  soon  afterwards  became 
a  shareholder  and  director  of  the  Borough  Bank.  This  in- 
stitution was  originally  a  private  bank,  that  of  Messrs. 
Hope,  in  whose  hands  it  was  prosperous,  and  they  retired 
as  wealthy  men  about  the  year  1834.  In  1847,  however, 
the  Borough  Bank  was  under  the  necessity  of  obtaining 
assistance  from  the  Bank  of  England.  When  Mr.  Dixon 
became  connected  with  it,  he  found  that  the  board,  which 
consisted  of  twelve  directors,  chose  two  managing  directors 
and  a  chairman.  The  entire  management  of  the  bank  was 
amongst  the  managing  directors  and  the  manager.  On  the 
1st  August,  1857,  Mr.  Dixon  himself  became  a  managing 
director,  and  thus  describes  the  state  in  which  he  found 
the  affairs  of  the  bank: — Its  position,  he  says,  was  that  of 
its  available  means  being  very  much  reduced,  being  far 
smaller  than  was  at  all  consistent  with  the  sound  and 
safe  position  of  the  bank.  Speaking  irrespectively  of  any 
general  commercial  pressure,  he  tells  your  Committee 
that,  from  the  1st  of  August,  when  his  attendance  at  the 
bank  was  daily,  as  he  became  more  and  more  thoroughly 
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acquainted  with  the  position  of  individual  accounts,  and 
with  the  whole  circumstances  of  the  bank  in  proportion  as 
time  lapsed,  he  became  more  and  more  convinced  that  the 
position  of  the  bank  was  one  of  exceeding  danger.  When 
the  commercial  crisis  showed  itself,  of  course  the  danger  to 
the  Borough  Bank  became  imminent,  and  they  made  an 
application  to  the  Bank  of  England  for  assistance,  some 
time  between  the  20th  and  the  23rd  of  October.  The 
position,  in  general  terms,  of  the  bank  was,  that  its  assets 
were  all  locked  up  and  unavailable,  and  that  some 
,£600,000  or  .£700,000  of  its  assets  or  claims  on  its  debtors, 
which  had  until  a  short  time  previously  been  considered 
good,  could  not  be  relied  upon,  even  for  ultimate  realiza- 
tion. About  =£3,500,000  bills  were  at  that  time  in  London 
under  the  indorsement  of  the  Borough  Bank  of  Liverpool; 
of  which  from  ,£700,000  to  .£1,000,000  had  no  negotiable 
validity  at  all,  except  the  indorsement  of  the  Borough 
Bank  of  Liverpool. 

"  Pending  the  negotiations  with  the  Bank  of  England, 
there  appeared  in  the  '  Times,'  of  October  27th,  an  article 
stating  that  arrangements  had  been  made  for  giving  as- 
sistance to  the  Borough  Bank;  in  consequence  of  which  a 
run  took  place,  and  the  doors  of  the  bank  were  closed. 
That  run  lasted  only  two  or  three  hours,  but  the  cash  at 
their  command  was  reduced  to  between  <£1 5,000  and 
=£20,000;  while  their  liabilities  on  deposit  were  in  all 
£1,200,000,  of  which  .£800,000  were  at  call,  and  the  re- 
mainder at  periods  varying  from  two  to  six  months.  The 
dividend  at  this  bank,  which  had  previously  been  seven 
per  cent.,  had,  at  the  last  meeting,  held  on  10th  July,  1857, 
been  reduced  to  five;  and  the  sum  of  .£165,000  was,  on  the 
face  of  the  report,  acknowledged  to  have  been  lost.  The 
total  loss,  so  far  as  the  witness  could  estimate  it,  amounted 
to  .£940,000,  being  the  total  capital  of  the  bank.    It  is  afl 


PRACTICE  OF   BANKING.  331 

Clibed,  not  to  advances  improperly  made  to  favoured 
persons,  but  to  want  of  discretion  in  the  management. 

11  The  Western  Bank  of  Scotland  was  founded  in  1832. 
In  1834  it  was  already  in  difficulties,  and  their  correspon- 
dents in  London  dishonoured  their  bills.  They  applied  to 
the  other  banks  for  assistance,  and  received  it  upon  certain 
i  onditions.  In  the  year  1838  they  applied  to  the  Board 
of  Trade  for  letters  patent,  which  were  refused.  At  this 
time  the  Bank  of  Scotland  and  other  banks  addressed  a 
memorial  to  Mr.  Poulett  Thomson,  alleging  the  breach  of 
the  conditions  referred  to. 

"  In  1847  the  Western  Bank  was  again  in  difficulties, 
and  was  assisted  by  the  Bank  of  England,  receiving  an  ad- 
vance of  =£300,000.  The  then  manager,  Mr.  Donald  Smith, 
appears  to  have  taken  alarm  from  the  occurrences  of  1847; 
and  in  1852,  when  he  retired,  the  bank,  though  not  in  a 
satisfactory  position,  stood  better  than  it  had  stood  before 
since  1847.  When  it  failed  on  9th  November,  1857,  it 
appeared  that  the  four  insolvent  houses  of  Macdonald, 
Monteith,  Wallace,  and  Pattison,  were  indebted  to  it  in  the 
sum  0/ ,£1,603,000;  the  whole  capital  of  the  bank  being  only 
£1,500,000.  One  of  the  conditions  of  the  co-partnery 
was,  '  that  if  it  shall  at  any  time  appear,  on  balancing 
the  company's  books,  that  a  sum  equal  to  <£25  per  centum 
on  the  advanced  capital  stock  of  the  company  has  been 
lost  in  prosecution  of  the  business  of  the  company,  such 
loss  shall,  ipso  facto,  and  without  the  necessity  of  any 
further  procedure,  dissolve  and  put  an  end  to  the  com- 
pany.' 

"  Mr.  Fleming  became  assistant  manager  in  July,  1857, 
and  at  once  examined  the  affairs.  He  estimated  that  even 
supposing  the  debts  of  these  four  houses  (which  had  not 
yet  become  insolvent)  were  assumed  to  be  good,  there 
appeai'ed  on  the  face  of  the  books  as  good  assets  £5 73,000 
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of  bad  debts;  and  deducting  the  rest  and  guarantee  fund, 
which  then  amounted  to  =£246,000,  there  remained  an 
apparent  deficiency  or  encroachment  on  the  capital  of  the 
bank  of  =£327,000.  This  of  itself  nearly  approached  the 
limit  which  dissolved  the  partnership  and  put  an  end  to 
the  existence  of  the  board;  and  of  this  state  of  affairs 
Mr.  Fleming  believes  that  up  to  that  time  the  directors 
were  in  a  state  of  almost  entire  ignorance.  In  1853, 
previously  to  the  first  meeting  of  the  shareholders  after 
Mr.  Smith's  departure,  an  examination  was  instituted  pre- 
paratory to  the  annual  balance.  From  a  confidential  paper, 
having  marks  upon  it  in  the  handwriting  of  the  then 
manager,  it  appears  that  a  sum  of  =£260,000  was  reported 
to  him  as  irrecoverable  on  one  branch  of  the  assets,  which 
nevertheless  appeared  as  good  assets  in  the  published  balance- 
sheet.  The  modes  in  which  this  kind  of  disguise  can  be 
accomplished  will  perhaps  be  best  understood  by  stating 
the  manner  in  which  a  debt  called  '  Scarth's  debt,'  com- 
prised in  a  different  branch  of  the  assets,  was  disposed  of. 
That  debt  amounted  to  ,£120,000,  and  it  ought  to  have 
appeared  among  the  protested  bills.  It  was,  however, 
divided  into  four  or  five  open  credit  accounts,  bearing  the 
names  of  the  acceptors  of  Scarth's  bills.  These  accounts 
were  debited  with  the  amount  of  their  respective  accept- 
ances, and  insurances  were  effected  on  the  lives  of  the 
debtors  to  the  extent  of  =£75,000.  On  these  insurances 
=£33,000  have  since  been  paid  as  premiums  by  the  bank 
itself.  These  all  now  stand  as  assets  in  the  books.  Though 
this  substitution  took  place  in  1848,  yet  down  to  the  time 
when  Mr.  Fleming's  examinations  began  to  bring  to  light 
the  true  state  of  affairs,  the  six  directors  appear  to  have 
regarded  these  sums  as  part  of  the  available  property  of 
the  shareholders.  This  being  the  actual  state  of  the 
accounts,  the   dividend  was  raised  in  1854  from  7  to  8 
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per  cent.,  and  in  1856  to  9  per  cent.  Nine  per  cent,  was 
the  dividend  declared  in  June,  1857,  at  which  date  a  very 
Blight  acquaintance  with  the  books  must  have  led  to  the 
strongest  suspicion,  not  to  say  to  the  clear  conviction,  that 
for  some  time  a  considerable  portion  of  the  capital  had  been 
lost. 

"  This  bank  had  101  branches  throughout  Scotland. 
It  had  connections  in  America,  who  were  allowed  to  draw 
upon  it  for  the  mere  sake  of  the  commission.  At  home  it 
made  advances  upon  '  indents ; '  or,  in  other  words,  pro- 
vided the  manufacturer  with  the  capital  with  which  yet 
unmade  cloth  was  thereafter  to  be  produced.  Its  dis- 
counts, which  in  1853  were  =£14,98 7,000,  had  been  in- 
creased in  1857  (till  9th  November)  to  .£20,691,000. 
With  what  care  this  business  was  conducted  may  appear 
from  the  circumstances  that  Macdonald's  bills  were  accepted 
by  124  different  parties;  that  only  37  had  been  inquired 
about,  and  in  the  case  of  21  the  reports  received  from  the 
correspondents  of  the  bank  were  unsatisfactory,  or  positively 
bad.  Yet  the  credit  given  to  Macdonald  continued  undi- 
minished. The  rediscounts  of  the  bank  in  London,  which 
in  1852  had  been  .2407,000,  rose  in  1856  to  .25,407,000. 
The  exchanges  of  notes  in  Edinburgh  have  been  always 
against  the  Western  Bank,  and  for  an  average  of  the  last 
six  years  to  an  extent  of  not  less  than  .£3,000,000  a  year. 
This  circumstance  is  accounted  for  by  Mr.  Fleming 
chiefly  by  reference  to  the  nature  of  the  transactions  with 
Macdonald's  and  other  houses  in  accommodation  bills; 
=£988,000  were  due  to  the  bank  from  its  own  shareholders. 

"About  the  end  of  October  the  Northumberland  and 
Durham  Bank  applied  for  assistance  to  the  Bank  of 
England.  It  was  declined,  as  they  could  not  give  any 
satisfactory  explanation  of  their  real  position.  They  applied 
a  second  time,  urging  the  great  peril  in  which  they  were 
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placed  by  the  continued  discredit,  and  by  the  constant 
drain  of  small  deposits;  they  urged  also  the  fear  of  dis- 
turbances and  breach  of  the  peace  which  might  ensue  if 
they  were  to  fail,  they  being  so  largely  connected  with 
collieries  and  ironworks.  Accordingly  on  Tuesday,  24th 
November,  Mr.  Hodgson  went  down  to  Newcastle,  and 
told  the  directors  that  he  had  been  sent  down  by  the 
Bank  of  England  to  examine  into  their  books,  and  see 
whether  it  was  possible  to  render  them  such  assistance  as 
would  enable  them  to  go  on;  but  that  the  first  condition 
of  the  bank  doing  anything  was  that  they  should  prove 
themselves  solvent.  The  result  was  that  Mr.  Hodgson 
found  the  liabilities,  as  then  stated,  amounting  to 
^2,600,000  of  which  there  were  .£1,350,000  of  deposits, 
«£1,  150,000  accounts  current,  and  they  had  rediscounted 
.£1,500,000,  of  which  they  expected  that  =£100,000  would 
come  back  upon  them,  and  for  which  they  would  ultimately 
be  liable,  making  altogether  £2, 600,000.  Their  assets 
were  of  a  very  peculiar  nature  indeed,  the  early  realization 
of  which  would  be  almost  impossible.  They  held  about 
.£1,000,000  in  securities  of  different  kinds.  They  held  in 
trade  bills,  that  is  to  say,  small  bills  on  shopkeepers  of 
Newcastle,  about  .£250,000 ;  bills  which  were  probably 
good  in  themselves,  but  which  were  not  available  any- 
where out  of  Newcastle;  they  were  not  bills  which  could 
have  been  discounted  in  any  other  part  of  the  money 
market.  They  had  in  overdrawn  accounts  .£1, 664,000, 
without  any  specific  securities  attached  to  them.  Of  these 
.£1,664,000,  there  were  =£400,000  which  one  of  the  directors 
very  candidly  confessed  must  be  considered  as  totally 
bad,  and  which  ought  to  have  been  written  off  long  before,  but 
which  still  remained  in  the  account  as  good  debts.  The 
capital  of  the  concern  was  =£656,000  nominally,  but  in 
reality  it  was  considerably  less  than  that;  because  in  1847 
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they  had  been  in  trouble,  and  in  order  to  get  out  of  that 
trouble  they  had  made  a  call  of  =£5  or  £10  a  share,  which 
was  not  paid  upon  some  of  the  shares,  which  shares  were 
forfeited,  and  taken  by  them  into  the  stock  of  their  bank, 
to  be  reissued  should  occasion  warrant  their  doing  so. 
The  consequence  was  that  the  subscribed  capital  of  the 
bank  was  about  .£600,000.  This  statement  at  once  showed 
that  any  attempt  to  help  them,  short  of  taking  up  the 
whole  concern  and  liquidating  it  for  them,  would  be 
perfectly  useless.  It  was  evident  that  the  whole  capital 
was  gone;  and,  looking  at  the  character  of  the  securities, 
Mr.  Hodgson  came  to  the  conclusion,  not  only  that  the 
capital  was  gone,  but  that  the  bank  was  totally  insolvent. 
Being  very  much  struck  with  the  extraordinary  loss  which 
had  taken  place  in  the  bank,  which,  when  a  private  bank, 
he  knew  to  have  been  a  very  nourishing  one,  he  inquired 
whether  there  was  not  some  old  sore  of  which  nothing  had 
as  yet:  been  said.  He  was  told  that  there  was  one;  there 
was  rather  a  disinclination  to  mention  what  it  was,  but  he 
felt  it  his  duty  to  press  it,  and  they  told  him  they  had  a 
very  large  debt  with  the  Derwent  Iron  Company.  He 
inquired  the  amount  of  his  debt,  and  found,  much  to  his 
astonishment,  that  it  amounted  to  £750,000,  the  capital 
of  the  bank  being  £600,000.  For  that  debt  there  was  a 
kind  of.  security,  which  consisted  of  £250,000  of  what 
were  called  Derwent  Iron  Company's  debentures  which 
were,  however,  in  reality,  nothing  but  the  promissory  notes  of 
the  directors,  there  being  very  few  persons  in  this  Derwent 
Iron  Company.  The  bank  had  also  .£100,000  mortgage 
on  the  plant,  and  the  remaining  .£400,000  was  totally 
unsecured.  In  addition  to  this  original  debt  then  men- 
tioned of  £750,000,  there  is  now  another  charge  upon  it 
of  £197,000,  resulting  from  bills  which  have  not  been 
paid,  and  which,  in  order  that  the  Derwent  Iron  Company 
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might  get  them  discounted,  the  bank  had  endorsed  or 
otherwise  guaranteed.  These  have  now  come  back,  so  that 
the  total  liability  for  which  the  Derwent  Iron  Company  is 
indebted  to  the  bank  is  about  £947,000;  very  nearly 
£1,000,000.  The  Derwent  Iron  Company  appears  to  have 
been,  almost  from  the  time  of  the  conversion  of  the  bank 
into  a  joint- stock  bank,  very  intimately  connected  with  it. 
Mr.  Jonathan  Eichardson,  who  was  the  moving  spring  of 
the  whole  bank,  in  fact  the  person  who  managed  every- 
thing, was,  though  not  a  partner  in  the  Derwent  Iron  Com- 
pany, very  largely  interested  in  it  as  holding  the  royalties 
upon  the  minerals  which  they  worked.  It  appears  that 
the  concern  has  been  worked  extremely  badly ;  that  it  has 
never  made  any  profits  at  all,  even  in  the  very  finest  years, 
for  the  ironmasters,  and  it  has  gone  on  absorbing  the  money 
of  the  bank  unchecked  by  the  directors. 

"  Mr.  Hodgson  says  that  =£1,000,000  of  securities  were 
taken  of  the  most  extraordinary  nature  for  any  bank  to 
hold  that  he  ever  saw;  that  £1,000,000  of  securities,  which 
was  the  only  tangible  asset  which  they  had  against  the 
£2,600,000  of  liabilities,  consisted  of  £350,000  of  the 
Derwent  Iron  Company's  obligations,  £250,000  being  de- 
bentures, and  £100,000  mortgage  on  the  plant.  They  had 
besides  these,  £100,000  on  a  building  speculation  at 
Elswick,  near  Newcastle,  which  however  was  not  a  primary 
mortgage,  there  being  a  mortgage  of  £20,000  on  that  land 
belonging  to  Mr.  Hodgson  Hinde.  They  had  also  another 
£100,000  on  other  building  land  and  houses  in  the  neigh- 
bourhood of  Newcastle.  They  had  about  £350,000  in 
securities  of  works  and  manufactures  of  different  sorts,  and 
they  had  about  £50,000  in  navigation  bonds  guaranteed 
by  the  railway,  but  which  railway  was  the  only  security  to 
which  they  could  look  in  any  given  time  to  realize  any 
sum  of  money;  that  made  about  £1,000,000  altogether. 
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The  other  securities  were  absolutely  unmarketable.  This 
bank  had  derived  assistance  from  the  Bank  of  Englaud  in 
the  former  crisis,  that  of  1847.  Almost  exactly  the  same 
circumstances  arose  then  which  arose  in  1857,  and  almost 
from  the  same  cause.  The  bank,  however,  applied  at  that 
time  to  the  agent  of  the  Bank  of  England  at  Newcastle, 
and  he,  on  his  own  responsibility,  made  them  a  very  large 
advance,  which  carried  them  through;  he  taking  at  the 
same  time  a  very  considerable  security  from  them  in  various 
mortgages,  pretty  much  of  the  character  which  has  been 
above  mentioned,  but  better  in  quality,  although  not  any 
more  banking  securities  than  these;  between  .£700,000 
and  £800,000  altogether. 

"  '  The  whole  of  the  advance  made  in  1847  was  repaid  to 
the  Bank  of  England,  was  it  not?  ' — '  Yes.  With  regard 
to  the  late  occasion  I  represented  at  the  same  time  that, 
though  the  bank  could  not  be  assisted,  yet  the  fact  of  its 
failing,  which  it  would  do  the  moment  it  was  known  that 
the  Bank  of  England  would  not  help  it,  would  be  at  that 
moment  a  very  serious  thing  for  the  district,  because  it  was 
so  much  connected  with  the  collieries  and  ironworks  that  it 
paid  every  week,  either  for  persons  who  had  balances  with 
it,  or  for  persons  whose  bills  it  discounted,  and  thus  gave 
them  the  money,  about  £35,000,  on  which  the  wages  of 
30,000  people  were  dependent;  and  as  their  pay-day  was 
on  the  Friday,  and  the  bank  would  stop  on  the  Thursday, 
it  was  very  desirable  that  something  should  be  done  to 
prevent  the  confusion  which  would  arise  if  there  was  no 
preparation  made  for  that  conjuncture.  In  consequence  of 
that  the  Bank  of  England  requested  me  to  go  down  again 
that  night,  with  full  powers  to  make  arrangements  with 
all  persons  who  might  have  any  tangible  and  good  security, 
though,  perhaps,  not  perfectly  regular  security,  so  as  to 
provide  them  with  the  means  of  making  their  pays  on  the 

II.  z 
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Friday.  I  went  down  accordingly,  and  arranged  with 
almost  everybody,  or  with  everybody,  I  may  say,  to  make 
such  advances  as  would  enable  them  to  meet  the  pays  for 
that  week  and  for  the  next,  should  it  be  necessary.  I  also 
advised  the  manager  of  the  savings  bank  to  open  his  bank 
on  Saturday  for  payments,  though  it  was  not  the  usual  day, 
and  authorized  him  to  draw  upon  the  Bank  of  England  for 
any  sum  of  money  which  he  might  require  for  the  purpose 
of  making  any  payment;  but  owing  to  the  fact  of  the  Bank 
of  England  thus  enabling  the  proprietors,  the  coal  mines, 
and  the  works,  to  make  their  weekly  payments,  there  was 
no  run  whatever  upon  the  savings  bank,  and  everything 
passed  off  quite  quietly.' 

"  '  Was  there  any  limit  to  the  authority  which  you  had 
from  the  Bank  of  England  to  give  assistance  in  Newcastle? ' 
— '  No,  there  was  no  limit,  it  was  left  to  my  discretion  to 
do  what  might  be  necessary.  We  knew  very  well  that  it 
could  not  amount  to  a  sum,  under  any  circumstances,  of 
much  more  than  from  <£50,000  to  .£70,000. » 

" ■  Are  there  any  other  particulars  connected  with  the 
Newcastle  Bank  which  you  are  able  to  lay  before  the  com- 
mittee? ' — '  I  will,  if  the  committee  wish,  give  them  the 
actual  result  of  the  accounts  of  the  bank  when  it  was  finally 
wound  up  in  January  this  year,  as  compared  with  those  in 
November,  1857:  it  will  show  a  little  difference.  In  Novem- 
ber, 1857,  the  liabilities  of  the  bank  were  .£2,600,000; 
these  consisted  of  deposits,  ,£1, 350,000;  accounts  current, 
.£1, 150,000 ;  and  estimated  liabilities  on  rediscounts, 
£100,000.  In  January,  when  the  bank  was  positively 
wound  up  and  the  thing  ascertained,  it  appeared  that  there 
were  of  deposits  £1,256,000,  in  accounts  current,  .£766,000, 
and  in  liabilities  on  rediscounts,  ,£231, 000.  The  only  great 
difference  was  in  the  accounts  current,  which  were  dimin- 
ished about   £400,000.    This  was  principally,  I  believe, 
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from  the  fact  that  many  persons  who  had  accounts  current 
had  deposit  accounts  also;  they  kept  two  accounts,  one  of 
which  had  a  balance  in  its  favour,  and  the  other  was 
overdrawn;  therefore,  one  account  being  set  against  the 
other,  it  diminished  it  by  so  much,  and  at  the  same  time 
diminished  the  amount  of  overdrawn  accounts;  the  assets 
which  were  estimated  in  November  at  =£2,500,000  had 
fallen  in  January  to  .£2,000,000 ;  and  there  was  one 
peculiarity,  which  was,  that  while  the  debt  of  the  Derwent 
Iron  Company  was  taken  as  an  asset  in  November  at 
=£750,000,  in  January  it  was  taken  as  an  asset  at  =£947,000, 
and  that  it  is  an  asset  of  a  very  doubtful  nature;  the  posi- 
tion of  the  bank  is  much  worse  in  reality  than  is  shown  by 
the  statement  of  the  figures.'' 

"  This  disclosure  was  the  result  of  an  examination  which 
lasted  about  two  hours;  yet  the  bank  had  declared,  at  the 
last  half-yearly  meeting,  a  dividend  of  seven  per  cent,  making 
to  the  shareholders  a  statement  the  substance  of  which  showed 
a  very  prosperous  state  of  things.  Mr.  Hodgson  mentions 
that  he  remarked  on  the  fact  of  their  having  declared  a 
dividend  in  June,  when  it  was  admitted  that  half  the  capital 
was  lost,  and  he  asked  how  they  could  have  done  so;  it 
was  stated,  in  reply,  that  there  were  so  many  persons  who 
depended  entirely  for  their  livelihood  on  the  dividends 
received,  that  they  really  could  not  bear  to  face  them 
without  paying  any  dividend. 

"  Each  of  these  three  banks  had  been  in  peril  in  1847, 
and  though  by  the  assistance  of  the  Bank  of  England  they 
were  enabled  to  surmount  it,  they  fell  on  the  next  occasion 
of  severe  commercial  pressure,  under  circumstances  still 
more  injurious  both  to  their  own  proprietors  and  to  the 
public.  Two  bill-broking  houses  in  London  suspended 
payment  in  1847,  both  afterwards  resumed  business.  In 
1857  both  suspended  again.    The  liabilities  of    one  house 
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in  1847  were,  in  round  numbers,  £2,683,000,  with  a  capital 
of  £180,000;  the  liabilities  of  the  same  house  in  1857 
were  .£5,300,000,  the  capital  much  smaller,  probably  not 
more  than  one-fourth  of  what  it  was  in  1847.  The  lia- 
bilities of  the  other  firm  were  between  =£3,000,000  and 
£4,000,000  at  each  period  of  stoppage,  with  a  capital  not 
exceeding  £45,000. 

"  These  five  houses  contributed  more  than  any  others  to 
the  commercial  disaster  and  discredit  of  1857.  It  is  im- 
possible for  your  committee  to  attribute  the  failure  of 
such  establishments  to  any  other  cause  than  to  their  own 
inherent  unsoundness,  the  natural,  the  inevitable  result  of 
their  own  misconduct. 

"  Thus  we  have  traced  a  system  under  which  extensive 
fictitious  credits  have  been  created  by  means  of  accommo- 
dation bills  and  open  credits,  great  facilities  for  which 
have  been  afforded  by  the  practice  of  joint-stock  country 
banks  discounting  such  bills,  and  rediscounting  them  with 
the  bill  brokers  in  the  London  market,  upon  the  credit  of 
the  bank  alone,  without  reference  to  the  quality  of  the 
bills  otherwise.  The  rediscounter  relies  on  the  belief  that 
if  the  bank  suspend  and  the  bills  are  not  met  at  maturity, 
he  will  obtain  from  the  Bank  of  England  such  immediate 
assistance  as  will  save  him  from  the  consequences.  Thus, 
Mr.  Dixon  states,  '  In  incidental  conversation  about  the 
whole  affair,  one  of  the  bill  brokers  made  the  remark  that 
if  it  had  not  been  for  Sir  Kobert  Peel's  Act  the  Borough 
Bank  need  not  have  suspended.  In  reply  to  that  I  said, 
that  whatever  might  be  the  merits  of  Sir  Robert  Peel's 
Act,  for  my  own  part,  I  would  not  have  been  willing  to 
lift  a  finger  to  assist  the  Borough  Bank  through  its 
difficulties,  if  the  so  doing  had  involved  the  continuance 
of  such  ;t  wretched  system  of  business  as  had  been  prac- 
tised; and  I  said,  if  I  had  only  known  half  as  much  of  the 
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proceedings  of  the  Borough  Bank  while  I  was  a  director 
(referring  to  the  time  previous  to  the  1st  of  August,  when 
1  became  B  managing  director)  as  you  must  have  known, 
by  seeing  a  great  many  of  the  bills  of  the  Borough  Bank- 
discounted,  you  would  never  have  caught  me  being  a  share- 
holder; '  the  rejoinder  to  which  was,  '  Nor  would  you  have 
caught  me  being  a  shareholder;  it  was  very  well  for  me  to 
discount  the  bills,  but  I  would  not  have  been  a  shareholder 
either.'  " 

The  foregoing  disclosures  are  as  beacon  lights  to  warn 
against  the  dangers  of  the  rocks  and  shoals  and  quicksands 
which  beset  the  track  of  modern  adventurers  in  search  of 
the  Golden  Fleece.  Disclosures  of  the  kind  could  be  multi- 
plied almost  ad  infinitum.  But,  once  the  gold-fever  sets  in, 
it  rages  until  the  moment  of  the  crisis.  And  what  follows 
then?  We  cannot  answer  the  query  better  than  by  quoting 
from  her  "  History  of  the  Thirty  Years'  Peace,"  Miss  Mar- 
tineau's  description  of  the  consequences  resulting  from  the 
terrible  panic  of  1825  : 

11  There  are  many  now  living,"  wrote  that  talented  lady 
in  1846,  "  who  remember  that  year  with  bitter  pain.  They 
saw  parents  grow  white-haired  in  a  week's  time;  lovers 
parted  on  the  eve  of  marriage;  light-hearted  girls  sent 
forth  from  home  as  governesses  or  sempstresses;  governesses, 
too  old  for  new  situations,  going  actually  into  the  work- 
house; rural  gentry  quitting  their  lands;  and  whole  families 
relinquishing  every  prospect  in  life,  and  standing  as  bare 
under  the  storm  as  Lear  and  his  strange  comrades  upon 
the  heath!"  • 

Must  these  vicissitudes  continue?  A  recent  writer  on  the 
subject1  remarks — 

"  If  crises  must  work  their  will  when  they  arise,  how  are 

1  Mr.  Bonamy Price,  in  No.  CVI.  of  the  "  North  British  Review." 
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they  to  be  prevented  in  the  future:  The  problem  is  diffi- 
cult, yet  not  absolutely  insoluble.  The  difficulty  lies  more 
in  moral  than  in  physical  or  trade  forces:  it  is  the  want 
of  knowledge,  and  still  more  of  observation  and  reflection, 

which  generates  real  crises Crisis  is  not  merely 

another  word  for  poverty.  If  the  diminution  of  wealth  is 
met  by  wise  curtailment  of  speculation  even  in  its  legiti- 
mate form,  property  may  dwindle,  but  the  convulsions 
peculiar  to  a  crisis  will  uot  be  developed.  Then,  again,  if 
farmers  never  drained  except  with  the  surplus  of  a  good 
harvest,  if  manufacturers  never  built  new  mills  except  out 
of  realized  profits,  if  goods  were  not  produced  except  under 
a  very  strong  presumption  that  they  were  in  demand,  if 
bankers  never  lent  except  upon  solid  and  realizable  se- 
curity, no  crisis  would  ever  desolate  the  world.  Traders 
and  bankers,  like  sailors,  have  a  difficult  task  in  predicting 
the  coming  weather;  and,  like  sailors,  they  must  try  to 
acquire  the  sailor's  eye — the  faculty  of  discerning  small 
signs  and  judging  their  significance  accordingly.  The  vital 
point  is  that  they  should  notice  the  right  things,  the  causes 
which  are  at  work  in  brewing  mischief.  They  must  be 
studied  at  their  origin.  The  difference  between  the  intelli- 
gent merchant  or  banker,  and  the  unintelligent,  lies  in  the 
ability  to  understand  the  forces  which  make  deposits  and 
their  withdrawals  great  or  small — io  the  skill  rerum  cog- 
noscere  causas.  This  is  a  wide  study  beyond  doubt.  It  is 
easier,  no  doubt,  to  float  down  the  stream  as  it  runs  in  the 
present,  to  make  profits  and  to  let  to-morrow  take  its 
chance,  or  to  set  up  some  empirical  rule,  some  high-sound- 
ing jargon,  without  stopping  to  inquire  whether  it  possesses 
the  reality  as  well  as  the  look  of  knowledge.  But  if  men 
choose  to  let  their  actions  be  guided  by  such  methods, 
they  must  look  out  for  crises — sharp,  sudden,  and  over- 
whelming crises.    The  responsibility  weighs  heaviest  upon 
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banks,  nut  upon  the  Bank  of  England  only,  as  some  pro- 
claim,  but  upon  all  bankers  collectively.  Everything  de- 
pends on  the  sagacity  and  prudence  they  bring  to  bear  on 
the  loans  they  grant.  The  periodical  recurrence  of  these 
convulsions  seems  to  indicate  that  prudence  lasts  a  year  or 
two  after  disaster  has  punished  folly ;  care  and  caution  are 
developed  in  all  commercial  classes ;  and  the  energy  and 
industry  of  the  people  restore  the  losses  incurred.  Pro- 
sperity follows ;  prudence  gradually  disappears ;  then  heed- 
lessness encourages  every  kind  of  enterprise ;  and  again  the 
thunder  and  lightning  avenge  forgotten  virtue." 
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SECTION  XXXIV. 

THE  CRISES  OP  1875  AND  1878. 

"  I  "HE  quotation  with  which  we  closed  the  preceding 
A  section  constitutes  a  heavy,  and  we  fear  too  true, 
indictment  against  a  certain  class  of  bankers,  for  it  is  be- 
yond doubt  that  to  a  large  extent  they  are  responsible  for 
the  panics  which  recur  from  time  to  time. 

Constituted  as  human  nature  and  human  society  at  pre- 
sent are,  the  speculative  mania  in  times  of  ease  is  sure  to 
fan  itself  into  new  life,  like  the  phoenix,  and  seize  upon 
the  minds  of  those,  who,  so  long  as  their  own  selfish  in- 
terests are  served,  are  utterly  regardless  of  the  general 
good.  And  it  is  at  this  juncture  that  the  prudent  banker 
ought  to  step  in  and  put  difficulties  in  the  way  of  the 
attainment  of  the  objects  of  such  individuals.  Were  this 
done  more  often,  were  fewer  advances  made  on  dead  and 
unmarketable  securities,  and  for  long  periods,  and  were 
consequently  a  banker's  resources  more  readily  available 
in  times  of  pressure,  we  should  have  fewer  panics,  and 
those  of  a  much  less  virulent  nature.  It  is  the  facile 
acceptance  in  times  of  ease  by  the  easy-going,  unobservant, 
unreflective  banker,  of  the  illegitimate  proposals  of 
speculative  individuals  of  all  classes  that  paves  the  way 
in  the  long  run  for  the  inevitable  reaction  and  ultimate 
disaster. 

The  experience  of  the  past  shows  that  the  lessons  de- 
rived from  the  various  panics  which  from  time  to  time 
have  visited  us  pass  away  from  the  minds  of  most  men  like 
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a  vague  dream.  The  writer  whom  we  have  just  referred  to, 
writing  in  1866,  truly  says  that  prudence  seems  only  to  last 
for  a  year  or  two  after  disaster,  during  which  time  care 
and  energy  gradually  restore  the  losses  incurred;  then 
prosperity  again  follows;  prudence  disappears  and  reck- 
lessness takes  its  place;  and  once  more  the  cycle  is  com- 
pleted by  another  panic. 

That  this  has  been  so  in  the  past  is  a  matter  of  history, 
and  that  it  will  be  so  in  the  future  is  only  too  likely.  The 
most  we  can  hope  for,  we  fear,  is  that  the  extreme  viru- 
lence of  panics  in  the  future  may  be  toned  down  by  those 
who  have  the  dispensation  of  credit  in  their  hands  being 
wise  in  time  and  putting  the  curb  on  all  excessive  specula- 
tion before  it  has  gone  too  far. 

There  is  good  reason  to  hope  that  the  lessons  of  the  past 
have  not  been  altogether  fruitless,  for,  from  whatever 
cause  arising,  it  is  certain  that  the  crises  which  we  are 
about  to  consider  in  this  section,  black  though  they  for  a 
time  looked,  never  culminated  into  absolute  panic. 

The  crises  of  1875  and  1878  had  their  origin  in  very 
different  causes  from  those  of  1857  and  1866.  In  those 
years  speculation  had  been  carried  on  to  a  very  dangerous 
extent,  and  as  a  consequence  money  was  scarce,  and  the  re- 
serve of  the  Bank  of  England  was  at  a  very  low  ebb.  But 
at  the  time  of  the  crises  of  1875  and  1878  money  was  abun- 
dant, and  the  Bank  of  England  was  in  a  position  to  supply 
all  demands.  The  average  reserve  in  the  latter  years  was 
nearly  double  that  of  1857  and  1866. 

After  the  panic  of  1866  had  spent  itself,  and  when  con- 
fidence began  to  be  restored,  the  value  of  money  declined 
by  easy  stages  from  10  per  cent,  in  the  middle  of  May,  till 
the  end  of  December,  when  the  bank  rate  stood  at  3  J  per 
cent.  From  this  time  onward  for  several  years  there  was  a 
period  of  a  dead  level  of  low  rates  and  cheap  money.    From 
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the  beginning  of  1867  to  the  middle  of  1870  the  bank  rate, 
except  during  April  and  May,  1869,  never  reached  more 
than  3i  per  cent. 

But  about  the  midsummer  of  1870  the  disposition  on 
the  part  of  France  to  pick  a  quarrel  with  Germany  began 
to  be  much  noticed  and  commented  upon,  and  the  market, 
in  order  to  be  prepared  for  any  eventuality,  soon  neces- 
sitated a  rise  in  the  bank  rate.  Events  on  the  continent 
moved  fast;  and  almost  before  men  had  time  to  compre- 
hend the  grounds  of  the  dispute,  France  declared  war  on 
the  23rd  of  July.  From  the  preceding  November  the  bank 
rate  had  stood  at  3  per  cent,  until  the  21st  of  July,  when 
it  was  raised  to  3|.  From  this  point  it  was  moved  rapidly 
up  to  4,  5,  and  6  per  cent.,  in  consequence  of  the  pulls  on 
the  reserve  by  those  who  wanted  to  make  themselves  safe 
in  view  of  the  seriousness  of  the  struggle  about  to  be  en- 
gaged in,  and  of  the  possibility  of  a  general  European  war. 
But  when  on  reflection  it  was  seen  that  England  was  not 
likely  to  become  embroiled;  and  when  money  began  to 
pour  into  this  country  for  safe  keeping  from  almost  every 
European  centre,  the  bank  rate  just  as  rapidly  fell  away 
from  6  per  cent,  on  the  4th  of  August  by  easy  gradations 
to  2\  on  the  29th  of  September,  at  which  rate  it  remained 
till  the  following  March. 

Meanwhile,  by  a  series  of  bloody  victories  the  German 
armies  had  without  a  check  completely  conquered  France. 
The  Emperor,  and  the  entire  army  which  he  nominally 
commanded,  were  captured  at  the  battle  of  Sedan  in  the 
beginning  of  September.  By  the  end  of  that  month  Stras- 
burg  was  taken,  and  Paris  was  entirely  invested.  Metz 
capitulated  at  the  end  of  October;  and  thereafter  the  chief 
attention  of  the  German  staff  was  concentrated  upon  the 
siege  of  Paris.  The  siege  dragged  slowly  on  until  February, 
1871,  when  an  armistice  was  agreed  upon,  out  of  which 
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sprung  at  1  be  fiid  of  that  mouth  a  definitive  peace.  Among 
other  terms  which  the  Germans  imposed  was  one  that  the 
French  should  pay  an  indemnity  of  two  hundred  millions 
of  pounds,  and  that  during  its  partial  payment  part  of  the 
( German  soldiery  should  occupy  certain  provinces  of  France. 
This  procedure  kept  the  wound  open,  and  it  was  felt  that 
so  long  as  the  Germans  remained  in  the  country  any  acci- 
dent might  lead  to  the  renewal  of  hostilities.  Hence  foreign 
money  remained  in  this  country,  and  so  kept  rates  low, 
although  business  was  brisk  enough. 

No  sooner  did  the  terms  of  peace  become  known  in 
Paris,  than  the  Communists  of  Belleville  and  Montmartre, 
furious  with  the  Government  for  agreeing  to  such  con- 
ditions, rose  in  insurrection  against  it.  No  one  could  tell 
the  possibilities  that  lay  in  the  future.  But  every  one  felt 
that  if  the  Government  troops  were  not  strong  enough  to 
put  down  the  rising,  the  Germans,  who  were  quartered  in 
the  towns  around  Paris,  would  have  to  return  and  occupy 
the  city;  and  this  contingency  was  looked  upon  with  the 
greatest  apprehension,  in  view  of  the  heated  state  of  the 
French  mind  at  the  time.  Hence  foreign  money  still  re- 
mained in  this  country,  keeping  rates  low. 

From  the  beginning  till  the  end  of  1871  the  bank  rate 
never  rose  over  3  per  cent.,  except  for  a  week  or  two  in 
the  autumn,  when  it  reached  4  and  5.  The  years  1872-73* 
were  characterized  by  higher  rates — the  average  being 
about  4|  for  1872,  and  4|  for  1873,  against  about  2§  for 
the  previous  year,  and  nearly  3|  for  1870.  This  arose 
chiefly  from  the  great  drain  of  gold  from  this  country  in 
connection  with  the  French  war  indemnity;  and  in  ad- 
dition, from  the  American  panic  in  the  autumn  of  1873. 

It  will  be  remembered  that  this  indemnity  was  about 
=£200,000,000,  and  that  its  payment,  according  to  the 
original  proposition,  was  to  extend  over  four  years,  during 
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which  time,  and  in  proportion  to  the  amount  unpaid,  the 
Germans  were  to  occupy  certain  parts  of  the  country. 

But  M.  Thiers,  with  the  view  of  freeing  every  inch  of 
the  country  at  the  earliest  possible  moment  from  foreign 
occupation,  and  with  that  superhuman  energy  and  ability 
which  he  brought  to  bear  on  everything  he  took  in  hand, 
took  steps  to  pay  the  indemnity  forthwith.  He  issued  a 
5  per  cent,  loan  of  £80,000,000  in  the  summer  of  1871, 
which  in  a  few  days  was  more  than  twice  subscribed  for 
in  France  alone.  Out  of  this,  before  the  end  of  the  year, 
he  paid  Germany  nearly  fifty  millions,  of  which  over  thirty 
millions  consisted  of  bills  on  London. 

By  the  imposition  of  fresh  taxes,  and  in  other  ways,  he 
paid  a  further  instalment  of  twenty-five  millions  in  the 
beginning  of  1872. 

In  the  summer  of  that  year  he  issued  a  loan  of 
=£140,000,000,  which  turned  out  to  be  a  most  astonishing 
success.  In  France  alone  it  was  subscribed  for  five  times 
over,  while  the  foreign  applications  were  for  nearly  seven 
times  the  amount.  The  total  amount  subscribed  was 
£1,640,000,000. 

Out  of  this  loan  France  paid  a  further  instalment  of 
twenty  millions,  thereby  making  about  100  millions  paid; 
and  leaving  about  the  same  amount  to  be  paid,  in  instal- 
ments of  20  millions  due  1st  February,  1873;  40  millions 
due  1st  March,  1874;  and  40  millions  due  1st  March,  1875. 
But  M.  Thiers  anticipated  all  these  instalments,  and  by 
his  unprecedented  energy  and  ability  he  finally  wiped  off 
the  whole  of  this  balance  of  the  indemnity  by  monthly 
payments  extending  from  about  the  end  of  1872  till  the 
autumn  of  1873. 

The  bulk  of  the  indemnity  having  thus  been  paid  in  the 
years  1872-73,  the  chief  monetary  feature  of  these  years 
was,  as  we  have  already  said,  the  draiD  of  gold  from  this 
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country.  It  was  agreed  that  some  of  the  first  instalments 
of  the  indemnity  should  be  paid  in  hard  cash,  and  that  the 
remainder  should  be  paid  in  bills.  Gold  therefore  in  1871 
went  direct  from  France,  while  in  1872-73  it  chiefly  went 
from  England.   The  course  was  this: 

English  exchange  being  much  more  plentiful  on  the 
Paris  market  than  that  of  any  other  country,  the  French 
Government  bought  as  much  of  it  as  they  possibly  could, 
and  remitted  it  to  Berlin.  The  bills  payable  in  London, 
so  bought,  were  next  sent  by  the  German  Government  to 
their  agents  in  this  country — The  London  Joint- Stock 
Bank — for  collection  and  credit  of  account  at  maturity. 
Aud  then,  from  time  to  time  and  under  instructions,  the 
London  Joint- Stock  Bank  bought  gold  of  the  Bank  of 
England  or  in  the  open  market,  and  shipped  it  to  the 
German  Government,  by  whom  it  was  used  up  for  the 
purposes  of  their  new  coinage. 

The  drain  of  gold  from  this  cause  had  been  so  persistent 
and  pronounced  during  the  summer  of  1872,  that  between 
June  20th  and  November  9th,  the  bank  had  been  obliged 
to  raise  their  rate  from  3  to  7  per  cent. ;  and  at  the  last- 
named  date,  when  the  discount  rate  was  7,  the  bank  were 
charging  9  per  cent,  for  advances.  Similarly,  in  the  autumn 
of  1873,  the  discount  rate  was  raised  from  3  per  cent,  on 
the  21st  of  August'  to  9  per  cent,  on  the  7th  November; 
while  on  the  latter  date  the  bank  were  charging  12  per 
cent,  for  advances. 

Jt  can  easily  be  imagined  that,  notwithstanding  occa- 
sional tightnesses  in  the  money  market,  this  period  was 
one  of  great  prosperity  in  England.  When  the  war  broke 
out  in  1870  people  had  not  long  recovered  from  the  pros- 
tration following  the  panic  of  1866.  They  had  recovered. 
however,  and  had  begun  to  breathe  freely  again,  and  to 
operate  with  confidence.    They  were  ripe  to  take  advantage 
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of  any  fortuitous  event  which  might  happen.  And  the 
event  which  did  happen,  unfortunately,  was  that  unparal- 
leled war,  which,  while  benefiting  this  country,  desolated 
France  and  Germany.  As  has  been  said  the  immediate 
effect  of  the  war  was  to  induce  the  wealthy  classes  on  the 
continent  to  send  their  money  to  this  country  for  safe- 
custody,  or  for  investment,  or  for  other  employment.  This 
made  money  abundant,  raised  the  prices  of  securities,  and 
generally  gave  a  great  impetus  to  trade.  Traders,  from 
the  superabundance  of  money,  were  able  to  get  it  at  a 
cheap  rate,  and  to  go  into  operations  into  which  otherwise 
they  could  not  go.  Manufacturers  also,  having  before  their 
eyes  the  necessities  of  the  contending  armies,  kept  their 
hands  going  full  time.  The  cloth  trade,  the  leather  trade, 
the  chemical  trade — every  trade,  in  short,  bearing  directly 
or  indirectly  upon  the  equipment  of  soldiers  in  the  field, 
was  active.  The  coal  and  iron  trades  also  began  to  look 
up.  Indeed,  deep  seemed  to  call  unto  deep;  and  all  round, 
almost  without  exception,  every  industry  in  this  country 
was  in  a  state  of  the  greatest  prosperity. 

This  condition  of  affairs  lasted,  generally  speaking,  for 
about  three  years,  from  the  beginning  of  1870  till  the  end 
of  1872.  The  height  of  this  prosperity  was  reached  during 
1872  and  the  beginning  of  1873  by  the  enormous  prices 
of  coal  and  iron.  But  this  prosperity  was  by  no  means 
altogether  an  unmixed  blessing.  With  many  men  money 
that  comes  easily  goes  easily.  Merchants,  manufacturers, 
and  traders  having  a  surplusage  of  money  in  their  hands 
speculated  wildly,  and  laid  the  foundation  of  that  reaction 
which  was  inevitable.  Workmen,  especially  the  miners,  in- 
stead of  laying  by  some  of  their  hard-earned  money  against 
a  rainy  day,  spent  their  wages,  which  had  been  unprece- 
dentedly  high,  in  all  kinds  of  sensual  luxuries. 

And  what  bad  been  taking  place  here  had  been  taking 
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place  also  abroad.  America,  like  England,  being  outsi<l<' 
the  zone  of  conflict,  benefited  also  by  the  war,  and  her 
prosperity  also  laid  the  seeds  of  future  reaction.  Germany 
herself,  though  enriched  to  an  unprecedented  degree  by 
the  war  indemnity,  also  began  to  show  signs  of  poverty. 
It  might  almost  be  said  that  the  indemnity  became  a  curse 
in  her  hands.  She  was  like  an  ill-conditioned  youth  who 
suddenly  finds  himself  the  possessor  of  a  large  fortune. 
The  careful  protection  of  suddenly  acquired  wealth  had 
formed  no  part  of  her  education.  ''Light  come,  light  go," 
is  a  maxim  which  is  true  in  the  case  of  nearly  every  human 
being,  and  the  careful  German  was  no  exception  to  the 
rule. 

Germany  at  this  time  passed  through  an  experience  such 
as  England  did  in  the  years  1823-25.  In  the  former  year 
public  companies  were  formed  by  hundreds,  but  no  sooner 
had  they  been  formed,  and  the  promoters  feathered  their 
own  nests,  than  the  great  bulk  of  them  collapsed ;  and  the 
larger  number  of  those  that  remained  were  obliged  to  give 
way  before  the  panic  of  1825.  Germany,  as  has  been  said, 
passed  through  the  same  experience.  The  immense  amount 
of  money  which  flowed  into  the  country  from  France  in 
1871-3  gave  birth  to  a  great  number  of  public  companies, 
some  good,  some  bad,  some  indifferent.  The  natural  result 
followed.  Companies  formed  at  a  period  when  money  was 
plentiful  did  well  enough  for  a  time,  and  so  long  as  money 
could  easily  be  got  to  bolster  them  up;  but  so  soon  as 
money  became  scarce  the  inherent  unsoundness  of  these 
concerns  brought  them  to  a  standstill.  As  all  classes  of 
society  were  involved  in  these  concerns,  and  as  no  more 
money  was  forthcoming,  a  crisis  followed. 

Austria  being  a  neighbour  of  Germany,  and  being  mixed 
up  socially,  financially,  and  otherwise,  with  the  latter,  the 
crisis   extended   to   the   former.    These  crises    of   course 
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naturally  reflected  upon  England.  Gold  was  withdrawn 
from  the  bank,  and  the  rate  was  moved  up  from  4|  on  the 
7th  of  May  to  5,  6,  and  7  per  cent. — the  last-named  on  the 
4th  of  June.  This  German  crisis  may  be  said  to  have 
been  the  first  note  of  warning  to  us  to  put  our  house  in 
order,  and  prepare  for  the  inevitable  reaction  after  a  period 
of  prosperity.  The  second  took  place  later  in  the  same 
year  of  1873,  and  came  from  America  in  the  autumn. 

To  understand  thoroughly  the  causes  of  the  American 
panic  of  this  period,  it  is  necessary  to  go  back  for  some 
years  and  consider  the  system  which  prevailed  there  in  the 
construction  of  railways. 

After  the  Civil  War  came  to  an  end,  the  Americans, 
with  that  wonderful  energy  for  which  they  are  remarkable, 
immediately  turned  their  attention  towards  rej)airing  the 
waste  which  the  war  had  made.  As  a  chief  means  to  this 
end  they  developed  their  railway  system;  but  this,  for 
some  years,  they  kept  within  reasonable  bounds,  and  only 
constructed  where  construction  was  expedient.  After  a 
time,  however,  certain  individuals,  having  got  their  hand 
in,  and  having  as  it  were  warmed  to  the  work,  saw  their 
opportunity  and  embraced  it.  These  individuals  may  be 
called  professional  company-mongers.  They,  for  the  sake 
of  commissions,  and  the  hundred  and  one  pecuniary  ad- 
vantages derivable  from  such  undertakings,  promoted  rail- 
ways in  districts  which  could  not  possibly  support  them. 
This  was  particularly  the  case  in  the  building  of  what 
were  called  the  "land  grant"  roads,  in  respect  of  which 
they  could  go  to  the  public  in  justification  of  their  enter- 
prise, and  feasibly  plead  that  if  those  roads  were  not 
undertaken  the  land  grant  privileges  would  soon  lapse. 

Both  before,  and  for  some  time  after  the  war,  railway 
enterprise  was  kept  within  due  bounds,  and  was  by  no 
means  in  excess  of  the  legitimate  requirements  of  the 
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country.  During  the  years  1850-59,  the  average  annual 
increase  of  new  railways  was  2,159  miles;  and  during  the 
years  1860-67  1,311  miles.  But  for  some  years  after  the 
last-named  period  the  professional  constructors  began  to 
come  to  the  front,  as  we  have  said,  and  the  result  was 
an  enormous  and  unnecessary  annual  increase  of  railway 
mileage. 

The  following  table  will  show  the  extent  of  the  mania 
which  was  prevalent  during  those  years  for  the  construc- 
tion of  new  lines: 

During  1868  there  were  built  2,979  miles 

1869  „  4,953     „ 

1870  „  5,690  „ 
„  1871  „  7,670  „ 
„       1872              „              6,167     „ 

1873  „  3,948     „ 

„       1874  „  1,940     „ 

It  will  be  inferred  from  what  has  been  said  of  the 
inutility  of  the  bulk  of  this  fresh  mileage  that  the  public 
were  not  so  foolish  as  to  find  the  money  for  the  whole  of 
its  construction.  Really  the  construction  was  effected  in 
great  part  without  any  real  solid  capital  at  all.  The  pro- 
moters of  the  railways  financed  them  in  some  such  way  as 
this:  Having  possessed  themselves  of  the  necessary  landy 
or  land  rights,  they  met  together  and  formed  what  was 
called  a  "  Pool."  Thereafter  the  members  of  the  pool,  or 
certain  members  in  turn,  formed  themselves  into  the  rail- 
way company,  the  capital  stock  of  which  they  subscribed, 
but  for  which  they  paid  no  cash.  Then  they,  the  members 
of  the  pool,  being  also  the  directors  of  the  railway,  gener- 
ally sold  to  themselves  the  6  or  7  per  cent,  bonds  of  the 
company  at,  say,  75  per  cent.  These  bonds  they  then  re- 
sold to  the  loan  contractors  who  placed  them  with  the 

II.  AA 
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public.  So  far  so  good;  but  in  addition  to  allotting  to 
themselves  the  bonds  of  the  company  they  also  allotted  to 
themselves  as  a  kind  of  bonus  the  fully  paid  up  ordinary 
stock  of  the  company,  for  which  they  paid  nothing. 

It  will  be  seen  therefore  that  a  company  with  a  nominal 
capital  of  20  million  dollars,  consisting  of  half  of  ordinary 
stock  and  half  of  first  mortgage  bonds,  on  which  dividends 
were  expected  to  be  earned  and  paid,  might  only  receive  in 
actual  capital  about  7 \  million  dollars,  a  large  portion 
perhaps  of  which  had  already  gone  to  pay  for  concessions, 
or  land,  or  preliminaries,  and  leaving  but  a  small  portion 
wherewith  to  carry  on  the  actual  construction  of  the  road. 
When  therefore  the  actual  capital  had  been  all  expended, 
which  was  very  soon,  recourse  had  to  be  had  to  financing 
to  raise  fresh  money  wherewith  to  carry  on  the  works. 
This  was  accomplished  by  the  companies  pawning  the 
lower  classes  of  bonds  with  the  financial  houses — some  of 
them  of  very  high  class  standing — who  raised  the  wind  in 
the  following  manner.  They  either  drew  their  own  pro- 
missory notes,  payable  to  their  own  order,  at  six  months 
date,  which  notes  were  bought  and  sold  by  the  note 
brokers  at  varying  rates  of  interest  and  commission;  or, 
they  drew  bills  at  sixty  days'  sight  on  their  London  cor- 
respondents and  handed  them  to  the  railway  companies, 
whose  only  care  was  to  sell  the  bills  in  the  market  to  the 
best  advantage. 

Whether  the  advances  were  made  in  the  one  form  or 
the  other,  the  result  was  the  same  in  both  cases.  There 
being  no  funds  to  meet  them  as  they  fell  due,  they  were 
renewed  again  and  again,  and  were  perpetually  hawked 
about  the  streets,  and  drawing  constant  attention  to  a  very 
reprehensible  practice.  At  last  these  promissory  note  and 
bill  operations  got  so  large  and  unwieldy,  that  they  began 
to  be  difficult  to  manage — the  holders  of  the  bills  began 
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bo  feel  alarmed  credil  gave  way — Hn*  railway  works  came 
to  a  standstill  for  want  of  money — and  the  companies  to 
which  we  have  referred  went  one  and  all  into  liquidation. 

This  sudden  collapse  of  railway  construction  (it  will  be 
seen  thai  in  1874  only  1,940  miles  were  built  against  an 
average  of  the  previous  five  years  of  nearly  6,000  miles) 
intensified  tenfold  the  collapse  of  the  credit  out  of  which 
it  arose.  The  iron  trade,  which  had  been  exceptionally 
prosperous  in  consequence  of  the  enormous  demand  for 
railway  material,  was  hurt:  the  provision  trade,  which  had 
been  equally  prosperous  from  the  requirements  of  the 
large  uumber  of  labourers  engaged  on  the  works,  was  hurt; 
indeed,  every  interest  connected  directly  or  indirectly  with 
railway  undertakings  received  a  blow  against  which  it 
could  not  stand.  In  short,  self-preservation  became  the 
order  of  the  day  all  round,  and  in  the  process  many  had 
to  go  to  the  wall. 

The  first  decided  indication  of  the  impending  panic  was 
the  failure  of  two  trust  companies  in  New  York  and 
Brooklyn.  The  failures  in  themselves  were  unimportant, 
but  they  were  naturally  looked  upon  as  the  harbingers  of 
something  more  serious.  The  state  of  mind  begotten  of 
such  a  strained  condition  of  public  credit  was  in  itself 
calculated  to  precipitate  any  impending  disaster,  and  it 
was  felt  that  any  additional  circumstance,  even  of  other- 
wise trifling  importance,  would  bring  the  fabric  of  American 
credit  down  like  a  house  of  cards. 

The  requisite  circumstance  occurred  about  ten  days  later 
in  the  failure  on  the  18th  September  of  Jay  Cooke  and 
Co.  This  failure  was  of  the  first  importance.  The  firm 
were  agents  of  the  American  Government,  and  formed  part 
of  the  powerful  syndicate  who  took  up  and  placed  in  the 
hands  of  the  public  the  five  per  cent,  funded  bonds  of  the 
Government.   Hence  they  were  looked  upon  as  something 
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more  than  an  ordinary  firm,  and  to  their  failure  was  con- 
sequently attached  a  greater  degree  of  importance.  The 
usual  result  followed.  Runs  took  place  on  the  National 
and  other  banks  of  Washington,  Philadelphia,  and  New 
York.  The  Washington  and  Philadelphia  banks  stood 
firm,  and  so  did  those  of  New  York  until  Saturday,  the 
20th,  when  five  banks  and  trust  companies  failed.  At 
this  point  it  was  hoped  the  worst  was  over,  but  after  a 
few  days'  lull  the  panic  revived  and  spread,  and  numerous 
other  failures  took  place,  both  in  the  West  and  South. 
Difficulty  was  experienced  in  selling  exchange.  Securities 
had  to  be  realized,  and  consequently  prices  fell.  Huge 
"  Bear  "  accounts  were  opened,  which  still  further  depressed 
prices. 

All  this,  naturally,  considering  the  extent  of  the  trade 
between  this  country  and  America,  produced  a  considerable 
sensation  upon  trade  circles  here.  The  American  exchange 
fell  below  gold  point,  and  gold  had  to  be  shipped  from  this 
side.  The  bulk  of  the  gold  went  between  the  24th  of 
September  and  the  15th  of  October,  during  which  period 
the  Bank  reserve  had  decreased  nearly  five  millions  and  a 
half.  To  protect  the  gold  the  Bank  of  England  raised  its 
rate,  which  had  been  stauding  at  3  per  cent,  since  the 
21st  of  August,  to  4,  5,  6,  7,  8,  and  9  per  cent,  between 
the  25th  of  September  and  the  7th  of  November.  And 
contemporaneously  with  the  three  last-named  rates,  the 
Bank  charged  for  advances  8,  10,  and  12  per  cent.  These 
rates  had  at  last  the  desired  effect,  for  not  only  did  they 
stop  the  further  export  of  gold  to  America,  but  they  also 
attracted  gold  from  the  Continent,  Australia,  and  India, 
and  the  bullion  in  the  Bank  account  again  showed  an  in- 
crease on  the  22nd  of  November. 

About  tin'  beginning  of  December  the  crisis  began  to 
pass  away.    It  had  been  sharp,  and  the  recovery  was  cor- 
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respondingly  slow.  This  again  told  against  England,  as 
America  is  « >ur  best  customer,  and  she  was  in  no  con- 
dition to  luiv  largely  from  us. 

Hence  the  year  1874  was  marked  by  business  of  a  quiet, 
steady-going  description,  out  of  which  little  profit  was  made 
in  any  branch.  It  cannot  be  said  there  was  any  actual  de- 
pression. The  smallness  of  the  volume  of  business  arose 
chiefly  in  the  reaction  from  the  former  period  of  prosperity, 
and  from  our  large  customer,  America,  not  being  in  a 
position  to  buy  from  us  as  much  as  usual.  Still,  if  there 
was  little  business  doing,  it  was  matter  for  thankfulness 
that  there  were  few  failures  in  1874,  and  consequently 
little  anxiety  amongst  the  commercial  classes.  With  the 
exception  of  a  5  and  6  per  cent,  rate  on  Nov.  16  and  30, 
caused  by  the  usual  autumnal  drain  of  gold,  aggravated  by 
an  unusual  flow  to  Germany  in  connection  with  their  new 
gold  coinage  operations,  the  Bank  rate  during  1874  was 
never  higher  than  4  per  cent. 

At  the  beginning  of  1875  things  looked  better  all  round. 
The  6  per  cent,  rate  during  the  closing  month  of  1874  had 
the  effect  of  attracting  gold  from  the  Continent  and  else- 
where, and  replenishing  the  Bank  reserve.  Money  became 
plentiful  and  remained  so;  and  it  was  fortunate  that  it 
did,  for  the  comparatively  fair  outlook  with  which  the 
year  opened  soon  gave  place  to  one  of  cloud  and  storm. 

Business  had  for  long  been  bad  in  South  America,  and 
losses  there  had  been  numerous  and  large.  The  knowledge 
of  this  fact  caused  all  the  London  firms  engaged  in  the 
South  American  trade,  who  were  not  of  the  first  water,  to 
be  looked  at  somewhat  askance,  and  as  the  result  of  this 
suspicion  some  heavy  failures  took  place. 

The  first  firm  that  succumbed  was  that  of  I.  C.  im  Thurn 
and  Co.,  with  liabilities  to  the  extent  of  three  millions. 
This  firm  was  peculiarly  open  to  attacks  upon  their  credit, 
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for  their  name  was  continually  before  the  London  bankers 
and  bill  brokers  in  the  shape  of  their  acceptances  in  con- 
nection with  their  numerous  financial  operations.  Then 
followed,  as  a  matter  of  Course,  the  difficulties  of  the 
Hamilton  Windsor  Iron  Works  Company,  of  Liverpool, 
and  Clark,  Pun  chard,  and  Co.,  contractors,  of  London,  both 
of  whom  were  mixed  up  with  the  Buenos  Ayres  Railway 
Company,  whose  drafts  upon  im  Thurn  and  Co.,  to  the 
extent  of  about  <£400,000,  were  floating  about  on  the 
London  market.  Then,  partly  from  its  connection  with 
these  concerns,  and  partly  from  its  inherent  unsoundness 
and  mismanagement,  the  General  South  American  Com- 
pany stopped  payment  with  liabilities  of  =£400,000,  but 
it  is  right  to  add  that  eventually  this  company  paid 
dividends  amounting  to  20s.  in  the  pound.  In  addition 
to  these  there  were  numerous  other  failures  in  the  South 
American  trade,  which,  though  of  less  moment,  helped  to 
deepen  the  anxiety  which  was  felt,  and  which  was  fast 
paving  the  way  for  the  crisis  which  occurred  a  little 
later  on. 

Meanwhile,  however,  things  quieted  down  somewhat, 
and  men  were  beginning  to  hope  that  the  worst  was  past, 
when  new  cause  for  anxiety  came  from  a  totally  different 
quarter.  About  the  end  of  March  several  failures  of  more 
or  less  importance  took  place  in  the  iron  trade.  A  very 
uneasy  feeling  again  became  prevalent,  and  this  feeling 
was  intensified  during  the  months  of  April  and  May  by  the 
conviction  that  the  strikes  in  the  iron  districts  of  South 
Wales  and  elsewhere  could  not  but  have  a  very  disastrous 
effect.  In  addition  to  this  there  were  persistent  rumours 
that  matters  were  not  quite  right  with  some  of  the  India 
and  China  houses,  and  the  failure  of  one  or  two  small  firms 
at  this  time  gave  colour  to  the  surmises.  Difficulties  were 
looming  everywhere  indeed.    It  mattered  not  to  what  part 
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of  the  world  the  eye  was  turned,  firms  connected  with  each 
wore  freely  talked  about.  And  to  aggravate  matters,  a 
small  concern  in  London,  called  the  City  and  County 
Bank,  slopped  payment  on  the  18th  of  May.  This  failure 
was  of  no  direct  importance  to  any  but  those  imme- 
diately concerned,  but  it  helped  to  fan  the  flame  of 
distrust  and  anxiety  which  was  already  burning,  and 
intensified  the  serious  aspect  of  commercial  affairs  at  the 
time. 

Two  or  three  days  later  most  serious  rumours  were  cir- 
culated in  the  City  respecting  the  position  of  a  very  large 
iron  company,  but  as  the  day  passed  over  without  any 
disaster,  and  as  it  was  said  they  had  been  tided  over  their 
difficulties,  the  commercial  public  breathed  more  freely, 
and  hoped  that  all  immediate  danger  was  over.  This  hope 
was,  however,  doomed  to  disappointment,  for  within  a  week 
from  this  time  the  company  pointed  at — the  Aberdare  Iron 
Company — failed,  with  liabilities  amounting  to  over  a  mil- 
lion sterling.  This  failure  was  necessarily  and  quickly  suc- 
ceeded by  the  stoppage  of  two  kindred  concerns,  the  Ply- 
mouth Iron  Company  and  Fothergill,  Hankey,  and  Co.,  the 
latter  also  with  liabilities  of  over  a  million;  and  of  San- 
derson and  Co.,  the  bill-brokers,  who  held  a  very  large 
amount  of  the  paper  of  these  failed  firms,  with  liabilities 
of  about  seven  millions;  and  of  a  number  of  smaller  firms, 
who,  it  transpired,  had  been  simple  drawing  posts  of  the 
Aberdare  Company,  and  who,  having  nothing  to  lose,  had 
indulged  in  the  reprehensible  practice  of  accepting  the 
bills  of  the  company,  to  enable  the  latter  to  "  raise  the 
wind,"  for  a  very  small  commission.  This  batch  of  failures 
had  not  so  evil  an  effect  as  might  have  been  supposed,  for 
the  liabilities  were  almost  entirely  in  the  shape  of  bills  of 
exchange  which  had  found  their  way,  through  Sanderson 
and  Co.  and  others,  into  the  portfolios  of  banks  which  were 
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well  able  to  sustain  the  loss;  and  they  did  not  touch  the 
pockets  of  the  general  public  to  any  great  extent. 

The  immediate  cause  of  the  stoppage  of  the  Aberdare 
Iron  Company  was  no  doubt  the  strike  of  the  company's 
men,  in  conjunction  with  the  strikes  of  the  men  connected 
with  the  other  iron  concerns  in  South  Wales.  It  had, 
however,  been  suspected  many  months  before  that  the 
company  had  been  raising  the  wind  by  accommodation 
bills,  and  when  the  strike  occurred,  and  when  consequently 
no  iron  was  turned  out  to  bring  cash  into  the  till,  the 
volume  of  accommodation  bills  increased,  and  the  com- 
pany's credit  was  in  the  same  ratio  decreased,  and  hence 
the  collapse. 

To  say  nothing  of  the  direct  evils  of  strikes,  it  may  be 
worth  while  to  record  that  since  the  strike  in  South  Wales 
on  this  occasion  began,  there  were  returned  through  the 
Clearing-House  upwards  of  two  millions  of  pounds  of  the 
acceptances  of  small  traders  and  others  in  the  provinces; 
and  from  this  circumstance,  among  others,  observers  came 
to  the  conclusion  that  we  were  on  the  eve  of  a  large  com- 
mercial panic,  which,  happily  in  a  modified  form,  actually 
took  place  a  week  or  two  later. 

The  immediate  cause  of  the  panic — or  as  it  may  be  more 
correctly  described,  the  crisis — which  followed,  was  the 
announcement  on  the  afternoon  of  the  15th  of  June  of  the 
failure  of  Alexander  Collie  and  Co.,  East  India  merchants 
of  Manchester  and  London,  with  estimated  liabilities  to  the 
extent  of  =£3,000,000.  Although  this  firm  had  long  been 
suspected  by  some,  the  announcement  came  unexpectedly 
upon  the  market  and  revived  the  fears  which  for  the  pre- 
vious week  or  two  had  been  slumbering.  And  matters 
were  made  worse  when,  during  the  following  week,  about 
thirty  firms,  who  had  been  simply  drawing  posts  of  Collie's, 
and   had  accepted  merely  for  the  sake  of  a  commission, 
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failed.  And  tin-  parallel  between  the  Aherdare  Company 
and  Collie  did  not  end  here,  for  like  Sanderson  and  Co.  in 
the  former  case,  Young,  Borthwick,  and  Co.,  hill-brokers, 
in  the  latter,  were  largely  "  planted  "  with  the  accommoda- 
tion bills,  and  being  unable  to  take  them  up  out  of  the 
hands  of  the  bankers  and  others  with  whom  they  had  dis- 
counted them,  or  lodged  them  as  security  for  loans,  they 
were  obliged  to  suspend  also,  with  liabilities  of  two  millions 
and  a  half. 

In  this  case,  as  in  the  former,  the  losses  fell  chiefly  upon 
the  banks,  and  the  general  public  were  not  much  hurt. 
While  the  crisis  lasted,  it  was  very  sharp  and  severe,  and 
was,  of  course,  availed  of  by  those  unprincipled  persons 
who  are  always  on  the  outlook  during  commercial  troubles 
for  opportunities  of  damaging  the  best  conducted  and 
soundest  concerns  with  the  view  of  profiting  by  their  con- 
temporaneous Stock  Exchange  operations.  The  conse- 
quence was  that  rumours  detrimental  to  some  of  the 
London  and  Indian  banks  were  freely  and  industriously 
circulated,  and  but  for  the  abundance  of  money  at  the  time 
there  is  no  telling  to  what  extent  the  crisis  might  have 
gone. 

Fortunately,  however,  this  crisis  differed  from  the  panic 
of  1866,  inasmuch  as  at  this  time  money  was  superabund- 
ant and  the  Bank  rate  only  8§,  and  good  firms  had  no 
difficulty  whatever  in  obtaining  all  the  accommodation 
they  wanted. 

With  the  smaller  firms  the  case  was  widely  different,  for 
bankers  and  brokers,  in  consequence  of  the  perpetual  state 
of  fear  in  which  they  had  been  kept  by  the  constantly  re- 
curring failures  almost  since  the  beginning  of  the  year, 
distrusted  those  firms  in  whom  they  had  not  the  most  per- 
fect faith,  and  refused  them  the  accommodation  which  they 
had  been  accustomed   to.     Hence   failures   amongst   the 
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second-rate  traders  continued  for  some  time,  although  the 
acute  stage  of  the  crisis  may  be  said  to  have  been  over 
within  a  week  of  Collie's  collapse.  Thanks,  however,  to 
the  plethora  of  money,  the  somewhat  exaggerated  fear  in 
the  minds  of  bankers  and  others  gave  place  to  a  desire  to 
make  what  profit  they  could  out  of  their  means,  and  they 
soon  began  to  discount  again,  and  thus  calmed  down  to  a 
great  extent  the  fear  which  had  been  previously  existing. 

The  competition  for  bills  had  the  usual  effect  of  still 
further  lowering  the  rates,  and  the  Bank  of  England,  in 
order  to  participate  in  the  discount  business  at  all,  were 
obliged  to  follow  the  market  and  lower  their  rate  on  the 
8th  July  to  3  per  cent.,  and  still  further  on  the  29th  July 
and  12th  August  to  2\  and  2  per  cent,  respectively.  The 
lowering  of  the  Bank  rate  was  only  a  sign  of  the  super- 
abundance of  money,  and  after  all  it  did  not  help  them  to 
any  particular  share  in  such  small  volume  of  discount 
business  as  was  being  done. 

At  this  time,  also,  a  large  number  of  foreign  States  and 
limited  companies  were  in  very  bad  odour,  and  investors 
sold  out  their  holdings  in  them  and  placed  their  money 
with  their  bankers  to  await  better  times.  This  also  aggra- 
vated the  position  of  matters.  The  result  of  all  these 
combined  causes  was  that  money  during  August  and 
September  was  a  perfect  drug  in  the  market,  and  at  times 
was  quite  ualendable.  The  best  rate  that  could  be  got  by 
bankers  for  loans,  when  they  could  lend  at  all,  for  a  month, 
was  1  per  cent.  The  Clearing-House  return  for  the  middle 
week  of  August  was  ten  millions  less  than  the  correspond- 
ing week  of  the  previous  year,  thus  showing  the  stagnation 
of  trade  and  the  consequent  low  value  of  money. 

During  October,  however,  the  usual  drain  of  gold  to  the 
country,  and  Scotland,  and  America,  coupled  with  a  some- 
what unusual  draiu  to  Germany  for  coinage  purposes,  and 
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feo  oilier  parts  of  the  Continent,  and  to  South  America,  de- 
pleted I  he  stock*  of  that  metal  by  three  and  a  half  millions, 
and  to  thai  extent  relieved  the  Loudon  market.  Hence 
rates  for  Loans  and  discounts  began  to  improve,  and  with 
this  improvement  credit  began  to  revive,  and  a  final  de- 
parture was  made  from  the  period  of  extreme  monetary 
ease  and  chronic  distrust  which  had  been  lying  so  long  over 
the  banking,  financial,  and  commercial  world. 

Such  is  a  short  history  of  the  year  1875 — a  year  which 
niav  he  most  accurately  described  as  being  marked  by  a 
series  of  crises,  which,  constantly  recurring,  paralyzed 
credit  from  its  very  beginning,  and  which  reached  their 
climax  with  the  failure  of  Collie  in  the  month  of  June,  a 
failure  which,  coming  as  the  last  shock  to  an  already 
tottering  fabric,  well-nigh,  for  a  time,  swept  the  very  name 
of  "  credit "  out  of  existence. 

The  crisis  of  1878  was  unlike  that  of  1875,  inasmuch  as 
that  of  1875  extended  over  a  prolonged  period  and  had  its 
culminating  point  at  a  given  time;  while  that  of  1878  was 
comparatively  short,  but  at  the  same  time  sharp  and 
decided. 

The  intervening  years  of  1876-77,  and  the  greater  part  of 
1878  passed  over  without  any  noteworthy  incidents  except 
the  political  ones  of  the  Russo-Turkish  war — which  lasted 
from  April,  1877,  till  March,  1878 — and  our  own  troubles 
in  Afghanistan,  which  came  to  a  head  in  September,  1878. 
The  troubles  on  the  Continent  of  course  paralyzed  trade 
somewhat  and  retarded  the  recovery  from  the  depression 
which  had  been  existing  since  1873.  At  the  same  time, 
considerable  progress  towards  recovery  had  been  made, 
and  the  comparative  quietude  of  these  years  helped  mate- 
rially to  increase  the  chances  of  a  speedy  and  complete 
revival.  Numerous  failures,  it  is  true,  took  place  during 
this  period,  but  they  were  chiefly  of  the  weaker  class  of 
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traders,  and  arose  from  contracted  business  and  insufficient 
profit,  and  had  no  important  bearing  on  the  monetary 
world.  As  the  event  proved,  however,  the  expectations 
formed  of  a  trade  revival  were  once  more  doomed  to  dis- 
appointment by  the  catastrophes  which  took  place  in  the 
autumn  of  1878. 

At  this  period  occurred  the  crisis  of  1878,  an  event  which 
had  for  its  initial  cause  the  failure  of  the  City  of  Glasgow 
Bank,  on  the  2nd  of  October.  Although  this  failure,  when 
it  did  take  place,  was  not  an  entire  surprise  in  well-informed 
circles,  it  came  upon  the  general  public  like  a  thunder- 
bolt, and  once  more  shook  the  fabric  of  credit  to  its  very 
foundations. 

We  have  said  that  the  failure  of  this  bank  was  not  an 
entire  surprise  in  well-informed  quarters,  and  it  may  be 
well  to  explain,  that,  particularly  in  London,  it  had  always 
been  looked  upon  with  some  degree  of  suspicion  since  its 
temporary  stoppage  in  1857.  And  its  credit  was  in  no 
degree  improved  when,  during  the  last  eight  or  nine  years 
of  its  existence,  it  was  suspected  that  instead  of  having 
made  a  departure  from  the  reckless  management  which 
brought  it  into  its  former  difficulties,  it  still  continued  in 
the  same  evil  courses.  The  point  upon  which  the  bank 
seemed  to  lay  itself  open  to  remark  during  that  period  was 
the  free  way  in  which  it  used  its  credit  on  acceptances. 
It  was  noticed  that  its  acceptances  under  credits  issued  to 
Smith,  Fleming,  and  Co.,  and  others,  were  apparently  very 
much  larger  than  the  businesses  of  these  firms  would  legi- 
timately require;  and  the  soundness  of  this  suspicion  has, 
of  course,  been  since  proved  by  the  revelations  of  the 
liquidators. 

But  although  there  was  this  suspicion  in  certain  minds 
thus  early,  it  cannot  be  said  that  the  bank  was  in  any  gene- 
ra I  discredit  till  about  the  beginning  of  1878.    On  the  1st 
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of  March,  Willis,  IVreival  and  Co.,  bankers  in  Lombard 
Street,  having  lost  a  large  sum  of  money  by  a  Greek  firm, 
foiled,  and  this  circumstance  tended  to  turn  the  attention 
of  holders  of  bills  to  all  financial  institutions  not  of  the 
first  water.  Chief  amongst  these  was  the  City  of  G-lasgow 
Bank,  whose  acceptances,  at  this  time  particularly,  were 
being  pressed  for  discount  in  large  quantities  upon  the 
London  bill  market. 

It  was  significant  of  the  discredit  into  which  the  bank 
had  fallen  at  this  time  that  the  bill  brokers,  in  discounting 
its  acceptances,  generally  asked,  and  readily  obtained,  an 
extra  quarter  or  half  per  cent,  over  the  market  rate  for 
other  bank  bills.  This  was  the  beginning  of  the  inevitable 
end.  The  distrust  henceforth  was  never  for  a  moment 
allayed.  It  rather  grew  more  and  more  pronounced  until 
the  month  of  September,  when  it  came  to  a  head.  The 
Indian  banks  being  large  holders  of  the  acceptances  of  the 
City  of  Glasgow  Bank,  which  had  been  given  under  credits 
in  favour  of  the  corresponding  houses  in  India  of  Smith, 
Fleming  and  Co.,  London,  and  others,  and  having  found 
great  difficulty  in  getting  rid  of  such  acceptances  on  the 
London  market,  instructed,  it  is  said,  their  agents  in  the 
East  to  buy  no  more  of  that  paper.  This  precipitated  the 
crisis.  The  authorities  of  the  bank  in  Glasgow  found  then- 
credit  entirely  gone,  with  the  inevitable  consequence  of  a 
stoppage  staring  them  in  the  face. 

The  first  definite  rumour  of  the  bank  being  in  extremis  came 
from  the  London  Stock  Exchange,  on  the  25th  of  September. 
Then  followed  rumours  of  all  descriptions,  embracing  some 
to  the  effect  that  false  gold  returns  and  false  balance-sheets, 
&c,  had  for  long  been  systematically  issued.  These  rumours 
also  emanated  from  the  Stock  Exchange. 

It  was  regarded  at  the  time  as  being  somewhat  singular 
that  certain  members  of  the  Stock  Exchange  should  have 
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such  an  intimate  and  exclusive  knowledge  of  the  private 
affairs  of  the  bank,  but  the  subsequent  revelations  ren- 
dered it  less  remarkable  that  the  difficulties  of  the  concern 
should  have  been  first  allowed  to  reach  such  a  quarter. 

When  the  rumours  referred  to  first  reached  the  ears  of 
the  other  Scotch  bankers  they  were  greatly  discredited, 
for,  although  the  City  Bank  had  for  long  been  treated  as 
a  kind  of  pariah  in  Scotland,  because  of  the  imprudent 
business  they  were  suspected  of  doing,  it  was  believed  that 
the  directors  were  honourable  men,  and  that  the  balance 
sheets  were  true.  Assuming  that  the  latter  gave  a  true 
statement  of  the  affairs  of  the  bank,  the  other  Scotch 
banks  could  see  in  them  no  corroboration  of  the  rumours, 
and  hence  did  not  credit  them.  And  so  well  was  the  secret 
kept,  except  in  interested  quarters,  that  it  was  not  until 
the  City  Bank  directors  themselves  came,  during  the  last 
day  or  two  of  September,  to  invoke  the  aid  of  the  other 
banks,  that  the  latter  could  bring  themselves  to  believe  in 
the  truth  of  the  reports. 

Following  upon  this  the  other  banks  deputed  Mr.  George 
Auldjo  Jamieson,  accountant,  in  Edinburgh,  to  examine 
and  report  upon  the  state  of  the  finances  of  the  City  Bank, 
with  the  view  of  giving  that  bank  the  necessary  aid  should 
such  a  course  seem  to  be  warranted  and  afford  any  hope  of 
helping  it  through  its  difficulties.  A  cursory  examination 
of  the  books  showed  Mr.  Jamieson  that  no  less  a  sum  than 
nearly  six  millions  of  pounds  had  been  lent  to  four  firms, 
and  that  the  bank's  affairs  were  in  such  a  hopeless  condi- 
tion that  to  advise  that  aid  should  be  given  was  quite  out 
of  the  question.  The  other  banks,  therefore,  declined  to 
interfere,  and  accordingly  the  City  of  Glasgow  Bank 
stopped  payment  on  Wednesday,  the  2nd  of  October. 

In  Scotland  and  Londou  the  news  was  received  quietly, 
coming,  as  it  did,  upon  minds  which  had  for  ten  days  or 
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bo  been  prepared  for  the  worst.  It  was  well  that  the  blow 
<li<l  n.it  fall  upon  minds  unprepared  for  it,  for  had  it  come 
suddenly.  Like  the  Collie  failure  in  1875,  a  banking  panic 
of  unexampled  virulence  would  most  probably  have  been 
the  result.  As  it  was,  the  short  breathing  time  allowed 
enabled  banks  and  financial  institutions  of  all  kinds  to 
mature  such  arrangements  as  should  secure  themselves  in 
the  event  of  the  worst  coming,  To  be  forewarned  is  to  be 
forearmed,  and  to  be  forearmed  is  in  a  great  measure  to 
forestall  and  minimize  the  danger.  Hence  it  was  that 
when  the  blow  fell,  the  public  generally  received  the  news 
with  calmness,  and  forbore  to  run  upon  the  other  banks  in 
any  marked  degree.  It  is  true  that  the  other  two  Glasgow 
banks  had  to  sustain  something  in  the  nature  of  a  run, 
although  public  distrust  never,  at  any  period  during  the 
crisis,  amounted  to  more  than  might  have  been  expected 
in  the  circumstances.  The  association  of  ideas  in  the 
public  mind  suggested  the  fact  that  the  only  two  bank 
failures  in  Scotland  in  recent  times,  those  of  the  Western 
Bank  and  the  City  Bank,  were  both  Glasgow  banks;  hence 
the  public,  very  unreasonably,  looked  somewhat  askance 
at  the  two  remaining  Glasgow  banks;  but  these  institu- 
tions, as  was  to  be  expected  from  their  prudent  and  able 
management,  had  no  difficulty  in  meeting  all  the  demands 
upon  them,  and  speedily  any  distrust  which  may  have 
arisen  passed  away. 

When  the  City  of  Glasgow  Bank  stopped  payment,  the 
other  Scotch  banks  immediately  took  steps  to  announce 
that  the  notes  of  that  bank  would  be  accepted  as  usual. 
And  in  addition  to  this  they  also  speedily  arranged  a  plan 
whereby  immediate  relief  was  given  to  such  depositors  of 
the  failed  bank  as  were  hampered  by  the  lock-up  of  their 
money,  by  granting  them  advances  on  the  security  of  their 
deposits.     And  no  doubt  it  was  due  to  such  action  that  a 
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panic,  which  might  well  in  the  circumstances  have  been 
considered  inevitable  in  Scotland,  was  averted, 

Directly  the  directors  determined  to  stop  payment  they 
gave  instructions  to  a  firm  of  accountants  in  Glasgow, 
Messrs.  Kerr,  Andersons,  Muir,  and  Main,  and  to  a  firm  of 
solicitors  there,  Messrs.  McGrigor,  Donald,  and  Co.,  to 
prepare  a  balance  sheet  of  the  bank,  as  on  the  1st  October, 
1878,  the  day  preceding  the  stoppage,  to  be  submitted  to 
the  shareholders  on  the  earliest  possible  day.  This  in- 
vestigation necessarily  occupied  a  considerable  time,  and 
it  was  not  until  the  19th  of  the  month  that  the  investiga- 
tors' report  was  in  the  hands  of  the  shareholders.  Then 
for  the  first  time  the  public  generally  became  aware  of  the 
appalling  nature  of  the  catastrophe,  when  it  was  seen  that 
there  was  a  total  loss  of  =£6,190,983,  and  that,  to  hide  this 
deficiency,  the  balance  sheets  had  been  systematically  fal- 
sified for  years. 

In  addition  to  the  money  loss,  the  revelations  made  in 
the  report  with  respect  to  the  book-keeping,  and  other 
matters,  were  of  a  most  astounding  character,  and  showed 
mismanagement  so  gross  and  criminal  as  to  be  almost  in- 
credible. Indeed,  so  gross  was  the  falsification  that,  imme- 
diately on  the  issue  of  the  investigators'  report  on  the  19th, 
warrants  were  issued  for  the  apprehension  of  the  directors 
and  manager  on  a  charge  of  fraud,  and  put  in  force  the 
same  evening. 

The  investigators'  report  was  issued  on  the  19th  of 
October,  and  on  the  22nd  a  meeting  of  the  shareholders 
was  held  to  consider  it,  when  a  voluntary  liquidation  was 
resolved  upon.  The  liquidators  appointed  were  Mr.  Wil- 
liam Anderson,  one  of  the  investigators;  Mr.  Jamieson, 
who  made  the  preliminary  investigation  on  behalf  of  the 
other  Scotch  banks ;  Mr.  John  Cameron,  formerly  secretary 
of  the  Clydesdale  Bank;  and  Mr.  Jainieson's  partner,  Mr. 
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James  Haldane,  of  the  firm  of  Messrs.  Lindsay,  Jamieson, 
and  llaldane,  chartered  aecountants,  Edinburgh. 

These  gentlemen  immediately  addressed  themselves  to 
the  work  of  their  office.  The  first  necessary  step  was  to 
settle  the  list  of  shareholders,  which  was  accomplished  by 
the  7th  of  the  following  month. 

At  the  period  of  the  stoppage,  according  to  the  original 
list  as  settled  by  the  liquidators,  there  appear  to  have 
been  1,819  shareholders  of  all  kinds.  Of  these,  1,093  held 
in  their  own  right;  484  as  trustees ;  100  as  joint  holders, 
life-renters,  &c. ;  108  were  representative  of  stock  held  by 
wives,  &c;  while  the  remainder  held  in  some  other  repre- 
sentative capacity. 

It  is  not  to  be  supposed  that  so  large  a  body  would 
quietly  submit  to  have  their  names  placed  on  the  list  of 
contributories  without  a  struggle,  and  efforts  were  made 
by  many  to  get  rid  of  their  responsibility.  Petitions  to 
the  Court  of  Session  were  presented  by  209  persons  for 
rectification  of  the  list  of  contributories  which  the  liquida- 
tors were  obliged  to  resist.  In  this  they  were  successful 
in  139  cases,  partly  successful  in  26  cases;  and  unsuccess- 
ful in  44  cases.  These  petitions  were  presented  chiefly  on 
the  ground  that  the  petitioners  had  been  induced  to  pur- 
chase stock  on  the  fraudulent  representations  of  the  bank ; 
or  that  prior  to  the  stoppage  the  stock  held  by  them  had 
been  sold  to  the  bank ;  or  that  they  had  disposed  of  their 
holdings  before  the  22nd  of  October,  when  the  share- 
holders passed  the  formal  resolution  to  go  into  liquidation, 
although  they  made  no  pretence  that  they  had  sold  before 
the  date  of  the  actual  stoppage  on  the  2nd  of  October. 

In  addition  to  those  cases  of  petitions  for  rectification, 
the  liquidators  were  parties  to  other  203  cases  before  the 
law  courts.  Eighty-four  of  these  were  actions  against 
the  liquidators,  68  of  which  they  resisted  successfully,  and 
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8  unsuccessfully,  and  were  partially  successful  with  respect  to 
the  remainder.  Twenty-five  actions  were  raised  by  the  liquid- 
ators. The  remaining  94  cases  to  which  the  liquidators  were 
parties  consisted  of  applications  to  the  court  for  sanction  of 
arrangements  made  by  them  with  certain  debtors,  creditors, 
contributories,  &c.  Amongst  these  may  be  mentioned, 
by  way  of  example,  the  compromises  effected  with  the 
trustees  of  James  Morton  and  Co.,  Matthew  Buchanan 
and  Co.,  G-len,  Walker  and  Co.,  Potter,  Wilson  and  Co., 
J.  Innes,  Wright  and  Co.,  W.  Nicol  and  Co.,  of  Bombay, 
all  large  debtors  to  the  bank,  whereby  their  estates 
were  made  effectual  for  the  benefit  of  the  bank  to  the 
value  of  nearly  a  million  pounds,  and  litigation  was  thus 
avoided.  The  liquidators  also  entered  into  an  agreement 
with  the  trustee  of  Smith,  Fleming,  and  Co.'s  estate, 
whereby,  by  paying  a  dividend  of  2s.  Id.  per  <£  on  the 
claims  (amounting  to  about  =£180,000)  of  all  creditors 
other  than  the  bank,  they  secured  all  the  assets. 

Among  the  special  actions  to  which  the  liquidators  were 
parties  may  be  mentioned  that  of  "Murdoch's  Trustees," 
which  was  taken  as  a  test  case  to  try  the  question  of  the 
individual  liability  of  trustees;  and  that  of  the  Caledonian 
Bank,  for  the  winding-up  of  which  the  liquidators  peti- 
tioned. With  regard  to  Murdoch's  trustees,  they  deter- 
mined, notwithstanding  former  clear  decisions  on  the  point, 
to  try  the  question  of  the  personal  liability  of  trustees 
afresh.  The  result  was  that  judgment  was  given  by  the 
first  division  of  the  Court  of  Session  unanimously  in  favour 
of  the  liquidators  on  the  20th  December,  1878,  and  the 
principle  of  the  personal  liability  of  trustees  was  thereby 
affirmed.  Against  this  judgment  Murdoch's  trustees  ap- 
pealed to  the  House  of  Lords,  who,  on  the  7th  of  April 
following,  dismissed  the  appeal,  and  confirmed  the  judg- 
ment of  the  Court  of  Session. 
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Thr  petition  for  the  winding-up  of  the  Caledonian  Bank 

was  presented  by  the  liquidators  in  December,  1878,  under 

these  cm  mi  instances:  the  Caledonian  Bank  having  taken 
£400  stock  of  the  City  of  Glasgow  Bank,  as  security  for 
an  advance,  from  one  of  its  customers,  and  having  registered 
the  same  in  its  own  name,  became  thereby  a  shareholder 
of  the  City  of  G-lasgow  Bank,  and  responsible  for  its  debts. 
This  fact  having  become  a  matter  of  notoriety,  the  share- 
holders of  the  Caledonian  Bank,  fearful  of  the  con- 
sequences, began  to  sell  their  shares,  or  transfer  them  into 
the  names  of  men  of  straw.  The  liquidators  of  the  Glasgow 
Bank  thereupon  took  steps  to  stop  this  j)rocess  by  closing 
the  register  of  the  Inverness  Bank,  which  was  effected  by 
the  petition  for  the  winding-up  of  the  latter,  which  was  the 
only  means  then  possible  for  effecting  that  object.  The 
Caledonian  Bank  then  stopped  payment,  but  subsequently 
so  amended  its  constitution  as  to  prevent  any  transfer  of 
shares  without  the  approval  of  the  directors ;  and  having 
thus  effected  the  chief  object  of  the  petition  of  the  liquida- 
tors of  the  Glasgow  Bank,  the  petition  was  withdrawn  on 
the  28th  of  June,  1879,  and  the  Caledonian  Bank  forth- 
with resumed  business. 

The  first  duty  of  the  liquidators,  viz.,  the  settlement  of 
the  list  of  shareholders,  having  been  effected,  their  second 
step  was  the  call  upon  these  unfortunate  individuals  for 
^£500  per  every  =£100  of  stock  held.  This  call  was  made 
on  the  13th  November,  and  was  payable  in  two  equal  in- 
stalments on  the  23rd  of  the  following  month  and  the 
24th  of  the  following  February.  The  object  of  the  liquida- 
tors in  allowing  so  long  a  time  for  the  payment  of  the 
second  instalment  was  to  enable  shareholders  to  realize 
their  securities  without  unduly  forcing  them  upon  the 
markets,  and  so,  to  a  great  extent,  sacrificing  them. 

The  nominal  amount  of  the  first  call  was  about  .£4,200,000, 
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and  by  the  end  of  the  second  official  year  of  the  liquida- 
tion—22nd  October,  1880— it  had  realized  £2,409,066. 

The  first  call  necessarily  swept  away  many  hundreds  of 
the  original  shareholders,  and  made  the  obligations  of  the 
remainder  all  the  more  onerous. 

By  March,  1879,  the  liquidators  were  ready  to  make  the 
second  call,  having  gained  considerable  experience  in  the 
realization  of  the  first,  and  having  been  able  to  form  a  more 
accurate  judgment  as  to  the  capabilities  of  the  remaining 
contributories.  But  they  deemed  it  expedient,  before  making 
the  second  call,  to  await  the  issue  of  the  appeal  to  the  House 
of  Lords  by  Murdoch's  trustees  already  alluded  to. 

On  the  7th  of  April  judgment  was  given  in  this  case 
against  the  appellants,  as  was  fully  expected;  and  on  the 
8th  the  liquidators  made  their  second  call,  amounting  to 
£2,250  per  cent.,  payable  on  the  22nd  of  the  same  month. 
The  nominal  amount  of  this  call  upon  the  stock  held  by 
the  then  solvent  contributories  was  £7,814,000,  and  it 
actually  realized  by  the  end  of  the  second  year  of  the 
liquidation  the  sum  of  £3,405,452. 

The  two  calls  having  thus  realized  the  large  sum  of 
£5,814,000,  or  nearly  as  much  as  covered  the  estimated 
total  loss,  no  further  call  was  deemed  necessary.  With 
this  sum,  together  with  the  sum  of  £5,851,657,  realized 
out  of  the  good  assets  of  the  bank  during  the  two  years, 
the  liquidators  were  enabled  to  pay  dividends  to  the  credi- 
tors as  follows,  viz.: 

6s.  Scl  in  the  £  on  28th  February,  1879. 


3s. 

U. 

>> 

20th  June,  1879. 

3s. 

4>d. 

>> 

17th  October,  1879. 

la. 

Sd. 

>» 

25th  February,  1880. 

1.9. 

Od. 

>> 

23rd  March,  1880. 

la. 

Od. 

>> 

9th  July,  1880. 

17s.  0d. 
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In  addition  to  this  the  liquidators  were  enabled  towards 
the  end  of  1879,  by  the  aid  of  an  advance  from  the  other 
Scotch  banks,  to  offer  payment  in  full  to  such  of  the 
creditors  as  chose  to  forego  the  interest  on  the  unpaid 
balance  of  their  claims.  This  offer  was  taken  advantage  of 
to  a  very  large  extent;  and  it  can  be  said  that  practically 
every  creditor  was  paid  his  20s.  in  the  =£  within  a  year  and 
a  quarter  of  the  failure  of  the  bank.  The  creditors  who 
did  not  take  advantage  of  this  offer  were  few  in  number, 
and  their  claims  were  comparatively  small  in  amount. 

The  all  but  universal  ruin  of  the  shareholders,  and  the 
searching  character  of  the  calls  made  by  the  liquidators, 
will  be  evident  when  it  is  mentioned  that,  of  the  original 
capital  of  one  million  pounds  stock,  the  holders  of  only 
=£88,722  were  left  solvent  after  the  payment  of  the  second 
call.  This  solvent  stock  was  held  by  129  individual  share- 
holders, and  by  124  trustees,  out  of  the  original  number 
of  1,819  shareholders  of  all  kinds.  Of  the  million  of 
capital,  however,  <£160,313  was  held  by  the  bank  itself, 
and  by  several  bankrupt  debtors  to  the  bank  from  whose 
estates  there  was  not  a  penny  forthcoming  to  meet  the 
calls.  There  was  thus  only  =£839,687  of  stock  in  the  hands 
of  the  public;  and  it  will  be  evident,  therefore,  that  holders 
of  stock  to  the  amount  of  =£750, 965  were  absolutely  ruined. 

From  the  foregoing  facts  an  idea  can  be  formed  of  the 
immense  labour  involved  in  the  liquidation.  We  have 
seen  that  the  liquidators  were  parties  to  over  400  cases  in 
the  law  courts,  but  that  must  give  but  a  faint  idea  of  their 
labours,  as  it  is  evident  they  must,  in  addition,  have  made 
arrangements  with  some  1,500  of  the  shareholders  who 
failed  to  pay  both  the  calls,  and  surrendered  their  stock. 
The  course  the  liquidators  followed  in  such  cases  was  to 
require  from  the  surrendering  shareholders  a  statement  of 
their  affairs,  with  a  declaration  as  to  its  truth  before  a 
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justice  of  the  peace.  These  statements  were  then  carefully 
examined  and  tested  by  the  liquidators,  and  on  their  bases 
an  arrangement  was  come  to,  which  arrangement  was  then 
submitted  to  a  committee  of  shareholders  for  approval, 
and  thereafter  to  the  Court  of  Session  for  its  sanction. 

It  may  be  interesting  to  note  as  bearing  upon  the  ques- 
tion of  the  stability  of  bank  shareholders,  that  two-thirds 
of  the  surrendered  stock  was  exhausted  by  the  first  call  of 
=£500  per  cent. 

We  have  given  but  a  mere  outline  of  the  history  of  this 
disaster,  a  disaster  which  for  its  magnitude,  as  well  as  for 
the  grossness  of  its  surroundings,  is  unprecedented  in  the 
history  of  banking.  In  Scotland  it  was  felt  to  be  a  national 
disgrace,  but  it  had  the  effect  of  setting  forth  the  national 
character  in  some  of  its  best  lights.  There  were  few  bright 
spots  on  the  face  of  the  whole  wretched  event,  but  such  as 
there  were  ought  in  justice  to  be  mentioned. 

It  ought  to  be  mentioned  to  the  credit  of  the  share- 
holders, for  instance,  that  at  their  meeting  on  the  22nd  of 
October  to  receive  the  investigators'  report,  they  did  not 
enter  upon  unmeasured  denunciations  of  the  directors  for 
their  cruelty  in  leading  them  into  such  a  position.  By  the 
day  of  the  meeting  the  report  had  been  in  their  hands  for 
three  days,  and  they  had  therefore  ample  time  to  consider 
the  hopelessness  of  their  position  and  the  enormous  deficit 
they  would  have  to  make  good.  Strong  language,  there- 
fore, would  have  been  excusable,  but  instead  of  resorting 
to  that  they  one  and  all  faced  their  difficulties  in  a  calm, 
manly,  courageous  manner,  and  expressed  their  determina- 
tion to  keep  faith  with  their  creditors  to  their  uttermost 
farthing.  How  well  they  kept  their  pledge  is  well  known; 
but  unfortunately  in  the  result,  in  many  cases,  absolute 
penury  was  the  least  evil  that  befell  them,  for  some,  in 
addition  to  this,  lost  their  reason,  and  all  that  made  life 
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worth  having,  thereby  laying  an  immeasurable  load  of 
responsibility  upon  all  those  who  had  a  hand,  directly  or 
indirectly,  in  bringing  them  to  such  a  pass. 

It  ought  also  to  be  mentioned  to  the  credit  of  the  Court 
of  Session  and  the  liquidators,  that,  animated  by  the  pre- 
vailing sentiment,  they  put  their  shoulders  to  the  wheel  in 
such  earnest  as  to  dispose  of  the  large  number  of  cases 
already  mentioned  in  a  few  months,  thereby  rendering  it 
possible  to  pay  practically  all  the  creditors  of  the  bank  in 
full  within  a  year  and  a  quarter  from  the  date  of  the 
stoppage. 

It  ought  further  to  be  mentioned  to  the  credit  of  the 
general  public,  that  immediately  it  was  seen  how  very 
ruinous  the  disaster  would  prove,  a  subscription  was  opened 
for  the  relief  of  ruined  shareholders,  which  in  a  month  or 
two  reached  the  large  sum  of  nearly  .£400,000,  which  was 
almost  entirely  subscribed  in  Scotland  alone. 

We  have  already  said  that  immediately  on  the  appear- 
ance of  the  investigators'  report,  on  the  19th  of  October, 
warrants  were  issued  for  the  apprehension  of  the  directors 
and  manager,  on  a  charge  of  fraud.  They  were  accordingly 
all  apprehended  on  the  same  Saturday  evening,  and  on 
the  following  Monday  were  brought  before  the  police 
court;  and  a  week  later,  after  being  further  charged  with 
theft,  were  formally  committed  for  trial;  the  trial,  how- 
ever, not  taking  place  till  the  20th  of  the  following 
January. 

The  first  head  of  indictment  charged  the  panels  with 
issuing  false  and  fraudulent  balance  sheets  during  the 
years  1876,  1877,  and  1878.  The  fabrication  of  the  balance 
sheets  was  actually  commenced  in  1873,  but  the  Crown 
went  no  further  back  than  1876,  believing  that  they  could 
found  a  charge  on  the  balance  sheets  of  that  and  the  two 
subsequent  years  of  sufficient  gravity  to  obtain  a  conviction. 
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The  panels  were  charged  with  the  issue  of  false  balance 
sheets,  inasmuch  as  in  that  of  1876  they  understated  the 
deposits  £1,006,000,  the  acceptances  £9 73,000,  the  credit 
accounts,  and  other  advances  =£2,698,000,  and  overstated 
the  cash  in  hand  ,£29,000,  government  stocks,  etc., 
£753,000,  profits  £125,000,  reserve  fund  £450,000;  in 
that  of  1877  they  understated  the  deposits  £1,151,000,  the 
circulation  £76,000,  the  acceptances  £1,330,000,  the  bills 
of  exchange,  credit  accounts,  and  other  advances  £3,227,000, 
the  cash  in  hand  £30,000,  and  overstated  the  government 
stocks,  etc.,  £751,000,  profits  £129,000,  reserve  fund 
£450,000;  and  in  that  of  1878  they  understated  the  de- 
posits £941,000,  the  circulation  £89,000,  the  acceptances 
£1,393,000,  the  bills  of  exchange,  credit  accounts,  and  other 
advances,  £3,520,000,  and  overstated  the  cash  in  hand 
£219,000,  the  government  stocks,  &c,  £926,000,  the  pro- 
fits £125,000,  the  reserve  fund  £450,000. 

In  addition  to  these  specific  charges  they  were  also 
charged  under  this  head  of  the  indictment  with  treating 
and  publishing  as  available  assets,  certain  bad  debts,  to  an 
amount  far  exceeding  the  capital  of  the  bank,  and  with 
fraudulently  representing  and  publishing  that  the  bank 
was  in  a  sound  and  prosperous  condition,  and  capable  of 
paying  a  certain  dividend,  and  of  carrying  forward  a 
certain  amount  to  the  following  year's  profit  and  loss 
account. 

Under  the  second  head  of  the  indictment  some  of  the 
panels  were  further  charged  with  breach  of  trust  and 
embezzlement,  inasmuch  as  each  of  them  did  in  breach  of 
his  trust  and  duty  as  a  director  of  the  bank  embezzle  and 
appropriate  to  his  own  use,  or  to  the  use  of  the  firm  with 
which  he  was  connected,  certain  specified  large  sums  of 
money  ranging  in  amount  from  about  £30,000  to  over 
£300,000. 
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The  third  head  of  the  indictment  charged  all  the 
directors  witli  theft,  inasmuch  as  they  did  "wickedly  and 
feloniously  steal  and  theftuously  away  take  "  certain  bills 
of  exchange  which  had  been  left  with  them  by  customers 
for  collection  and  credit  of  account  at  maturity,  and  did 
instead  discount  the  same  and  apply  the  proceeds  for  the 
purposes  of  the  bank. 

The  indictment  resolved  itself  substantially  into  the 
three  foregoing  heads  of  making  and  issuing  false  balance 
sheets,  breach  of  trust  and  embezzlement,  and  theft. 

On  the  discussion  of  the  relevancy  of  the  indictment,  the 
counsel  for  the  prisoners  argued  that  the  indictment  was 
altogether  bad,  inasmuch  as  the  first  head  was  not  suffi- 
ciently specific,  and  because  it  was  contradictory  and  unin- 
telligible; and  particularly  that  the  eighth  count  of  the 
first  charge,  viz.,  that  bad  debts  far  exceeding  the  capital 
of  the  bank  had  been,  treated  as  good  assets,  should  be 
struck  out,  because  it  did  not  specify  the  debts  which  were 
bad  and  irrecoverable. 

With  regard  to  the  second  head,  counsel  argued  that  the 
directors  committed  no  crime  in  sanctioning  advances  to 
themselves,  and  did  nothing  that  was  not  quite  within  their 
discretion  in  so  doing. 

With  regard  to  the  third  head,  they  submitted  that,  in 
sending  the  bills  to  London  for  discount,  the  directors, 
though  they  might  have  been  guilty  of  some  irregularity 
in  sending  them  prematurely,  were  not  guilty  of  theft,  inas- 
much as  they  placed  the  proceeds  of  the  bills  to  their 
customers'  credit  at  maturity,  and  only  used  the  proceeds 
for  the  purposes  of  the  bank  in  the  meantime  in  their  dis- 
cretion as  agents  for  their  customers. 

As  the  result  of  the  argument  on  the  relevancy,  the  Lord 
Advocate  for  the  Crown  withdrew  the  eighth  count  of  the 
first  head  of  falsifying  the  balance  sheets,  on  the  ground 
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that  he  was  not  in  a  position  to  give  the  details  of  the  bad 
debts  treated  as  good  assets.  And  the  Lord  Justice  Clerk 
disallowing  the  other  objections  raised  by  counsel  against 
the  relevancy,  the  indictment,  amended  as  above,  was  placed 
before  the  jury. 

During  the  course  of  the  trial,  however,  the  Crown  found 
it  necessary  to  abandon  the  two  charges  of  embezzlement 
and  theft;  and  the  only  charge  which  was  ultimately  put 
before  the  jury  for  their  verdict  was  that  of  fraudulently 
falsifying  and  issuing  the  balance  sheets. 

To  enable  the  reader  more  clearly  to  follow  the  charge 
which  was  preferred,  we  shall  here  give  a  copy  of  the 
balance  sheet  of  5th  June,  1878,  as  issued  by  the  directors, 
together  with  a  pro  forma  balance  sheet  of  the  same  date, 
made  up  for  the  sake  of  comparison,  after  giving  effect  to 
the  falsifications  charged  in  the  indictment.  And,  as  further 
illustrative  of  the  falsifications,  we  shall  also  give  a  copy 
of  the  balance  sheet  of  the  bank  on  1st  October,  as  made 
up  by  the  investigators. 
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During  the  examination  of  Mr.  Jamieson  it  was  elicited 
that  the  bank  had  lent  the  enormous  sum  of  nearly  six 
millions  to  five  different  firms,  all  of  whom  were  insolvent ; 
and  the  inference  was  that  to  hide  these  bad  debts  was  the 
motive  of  the  directors  in  the  fabrication  of  the  balance- 
sheets. 

The  following  are  the  names  and  amounts  of  these  bad 
debts,  viz. : 

James  Morton,  as  an  individual,  and  his  firm 

of  James  Morton  and  Co.,  Glasgow  .         .  <£2,1 73,000 

Smith,  Fleming,  and  Co.,  London         .         .  1,968,000 

James  Nicol  Fleming,  Glasgow    .         .         .  1,238,000 
Lewis  Potter  as  an  individual,  and  his  firm 

of  Potter,  Wilson,  and  Co.,  Glasgow          .  108,000 

J.  Innes,  Wright,  and  Co.,  Glasgow      .         .  485,000 


£5,972,000 


Of  the  above,  Potter  and  Wright  only  were  directors. 
Nicol  Fleming  was  a  former  director,  and  no  doubt  was 
responsible  for  much  that  was  done,  for,  on  the  apprehen- 
sion of  his  quondam  colleagues,  he  left  the  country. 
Morton  was  not  a  director,  at  least  not  ostensibly ;  but  this 
person  seems  to  have  been  on  intimate  terms  with  the 
members  of  the  board,  and  to  have  acted  on  occasions  as  a 
general  adviser. 

Granting  the  motive  for  falsifying  the  balance-sheets,  in 
order  to  hide  the  enormous  indebtedness  of  the  five  insol- 
vent firms  already  named,  on  turning  to  the  first  and 
second  of  the  balance-sheets  already  given,  and  comparing 
them  together,  it  will  be  readily  seen  how  well  that  issued 
by  the  bank  was  calculated  to  deceive,  and  to  inspire  the 
public  with  unmerited  confidence. 

There  does  not  seem  to  have  been  very  much  method  dis- 
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played  in  manipulating  the  accounts.  The  primary  object 
seems  to  have  been  to  arbitrarily  alter  any  figures,  which 
would,  when  effected,  present  the  best  appearance  to  the 
public  eye,  and  most  nearly  correspond  relatively  to  the 
figures  of  the  other  banks'  balance-sheets. 

It  would  have  damaged  their  credit  irretrievably,  for  in- 
stance, if  they  had  issued  a  true  balance-sheet,  such  as 
No.  2  above,  which  shows  cash  in  hand  and  Government 
Stocks,  &c.,  of  <£1, 996,000  only,  wherewith  to  meet  liabili- 
ties to  the  public  of  =£12,723,000,  the  cash  in  hand,  &c, 
thus  showing  a  proportion  to  liabilities  of  about  15  per  cent, 
only.  Up  till  a  few  years  ago  it  was  an  old  tradition  in  the 
banking  world  that  the  proper  proportion  of  cash  in  hand, 
&c,  to  liabilities  should  be  about  one-third,  or  33  per  cent. 
Hence  we  find  the  City  of  Glasgow  Bank  in  its  manipulated 
statement  (see  No.  1)  showing  a  proportion  of  slightly  over 
30  per  cent. 

The  figures  seem  to  have  been  altered  chiefly  to  meet 
this  requirement,  but  with  the  view  at  the  same  time  of 
making  as  good  an  appearance  in  the  various  items  as 
possible,  so  as  to  bolster  up  their  credit  in  London  and 
elsewhere,  as  long  as  they  could.  For  instance,  the  tinder- 
statement  of  their  acceptances  to  the  extent  of  =£1,393,000 
was  evidently  done  to  hoodwink  the  London  bill  market 
upon  which  the  great  bulk  of  their  acceptances  were  placed, 
for  they  would  be  perfectly  well  aware  that  the  London 
market  would  not  tolerate  for  a  moment  such  an  amount 
as  the  true  amount,  especially  as  it  was  apparent  that 
the  acceptances  were  given  to  such  questionable  firms  as 
Smith,  Fleming,  and  Co., and  Morton,  and  their  connections. 

Then  the  overstatement  of  the  cash  in  hand  and  Govern- 
ment Stocks,  &c.,to  the  extent  of  .£1,145,000  was  no  doubt 
made  to  assure  the  depositors  chiefly  and  other  creditors 
of  the  bank. 
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There  seems  to  have  been  no  pressing  necessity  to  under- 
state the  deposits  on  the  Dr.  side,  and  the  bills  of  exchange, 
&c.  on  the  Cr.  side,  except  that  by  the  under-statement  of 
the  deposits  (and  the  consequent  under-statement  of  the 
bills  of  exchange,  to  balance)  the  directors  were  enabled  to 
show  a  larger  proportion  of  cash  in  hand. 

It  will  be  understood  that  the  foregoing  remarks, 
although  made  with  reference  to  the  1878  balance-sheet 
only,  are  equally  applicable  to  those  of  1876  and  1877. 
Indeed,  we  fear  they  may  be  applicable  to  years  anterior 
to  these,  for  it  seems  as  if  the  first  false  step  were  made  in 
1873,  when  three  advances,  amounting  to  £751,000  in  the 
aggregate,  were  deliberately  deducted  from  credit  accounts 
under  No.  1  head  of  the  assets,  and  added  to  Government 
Stocks;  and  when  a  sum  of  £973,000  was  deliberately 
deducted  from  the  acceptances  current,  so  as  to  make  it 
appear  that  the  bank  were  under  acceptance  to  that  extent 
less  than  they  actually  were. 

Another  falsification  which  was  made,  and  which  was 
greatly  calculated  to  deceive  the  public,  was  in  the  weekly 
return  to  the  Commissioners  of  Stamps  and  Taxes  of  the 
gold  and  silver  coin  held  against  the  circulation.  This 
return  from  the  week  ending  5th  January,  1878,  till  the 
stoppage  of  the  bank,  was  regularly  over-stated  in  varying 
amounts  from  £20,000  to  £293,000. 

Proof  was  led  in  support  of  the  various  charges  in  the 
indictment,  and  pretty  conclusive  evidence  as  to  the  falsi- 
fication was  given. 

When  the  case  for  the  prosecution  was  closed,  high-class 
witnesses  as  to  character  were  called  for  the  prisoners ;  but 
their  general  defence,  brought  out  chiefly  in  cross-examina- 
tion of  crown  witnesses,  was  that  they  did  not  understand 
the  balance-sheets;  that  they  were  entitled  to  rely  on  the 
officials  of  the  bank;  and  that  they  placed  the  most  entire 
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confidence"  in  every  statement  and  figure  placed  before 
them.  And  in  one  case  the  prisoner  pleaded  that  the 
balance-sheets  in  question  were  made  up  when  he  was 
absent  from  Scotland. 

The  summing  up  of  the  Lord  Justice  Clerk  placed  the 
innumerable  and  intricate  questions  involved  before  the 
jury  in  a  wonderfully  lucid  way.  He  pointed  out  that  a 
director  is  not  a  professional  banker,  and  that  he  is  entitled 
to  rely  upon  the  officials  so  loug  as  he  has  no  reason  to  dis- 
trust them;  but  that  where  special  circumstances  arise  to 
bring  special  interests  under  his  notice  there  is  imposed 
upon  him  an  obligation  for  inquiry,  and,  if  necessary,  for 
action.  He  further  pointed  out  that  there  is  one  thing  a 
director  is  bound  to  have,  and  that  is,  in  every  case, 
honesty,  and  that  neither  the  interests  of  the  shareholders, 
nor  the  chance  of  recovering  a  bad  debt,  nor  any  of  those 
other  circumstances  which,  when  he  is  in  the  midst  of  a 
difficulty,  almost  overwhelm  him,  justify,  excuse,  or  palliate 
him  in  making  a  deliberate  statement  which  he  knows  to 
be  false. 

Following  up  these  general  principles,  he  proceeded  to 
show  from  the  evidence  led,  that  the  director  Potter,  and 
the  manager  Stronach,  were  directly  responsible  for  the 
falsifications  on  the  balance-sheets,  and  that  the  other 
directors  need  not  have  been  cognizant  of  them  at  all. 
After  remarking  upon  the  points  favourable  to  the  prisoners, 
such  as  their  having  derived  no  corrupt  personal  interest 
from  their  connection  with  the  bank,  and  having  taken  no 
advances  but  such  as  from  their  commercial  standing  they 
were,  generally  speaking,  legitimately  entitled  to,  and  their 
having  stuck  to  their  shares  to  the  last,  and  paid  the  calls 
thereon  till  they  were  ruined,  he  left  the  case  in  the  hands 
of  the  jury. 

The  jury,  after  an  absence  of  two  hours,  brought  in  a 

II.  c  c 
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verdict  of  guilty  against  Potter  and  Stronach  of  concoct- 
ing and  fabricating  false  and  fictitious  balance-sheets,  and 
thereafter  of  using  and  uttering  the  same;  and  against 
the  other  directors  of  "  using  and  uttering  "  only.  Sen- 
tence was  pronounced  next  day  of  eighteen  months'  im- 
prisonment against  Potter  and  Stronach,  and  eight  months' 
against  the  others.  This  was  in  addition  to  the  three 
months'  imprisonment  which  all  the  prisoners  (with  the 
exception  of  Stewart,  who  was  released  on  bail  of  .£15,000) 
endured  previous  to  their  trial. 

As  illustrative  of  the  responsibilities  of  persons  holding 
a  fiduciary  position  acting  ultra  vires,  it  may  be  worth 
mentioning  that  the  liquidators  obtained  a  decree  against 
all  the  directors  for  the  sum  of  £6,231,000,  for  which 
amount  they  subsequently  ranked  on  each  of  their  seques- 
trated estates.    This  amount  was  made  up  as  follows: 

Loss  directly  sustained  by  advances  to  nine 

particular  debtors £5,200,000 

Advances  to  shareholders  on  security  of 
bank's  stock  made  valueless  by  the  loss 
incurred  under  the  first  item       .         .         .  253,000 

Loss  incurred  from  bank's  stock  held  by  the 

bank  itself 387,000 

Loss  incurred  through  investments  in  bonds 
and  stocks  of  the  Western  Union  Eailroad 
Company  and  Racine  Warehouse  and  Dock 
Company 391,000 

£6,231,000 

We  have  entered  thus  fully  into  the  circumstances  and 
surroundings  of  the  failure  of  the  City  of  Glasgow  Bank 
as  the  event  is  one  which  will  unquestionably  prove  to  be 
a  distinct  landmark  in    banking   history,  because  of  the 
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diversity  of  the  issues  involved  and  the  magnitude  of  the 
losses.  It  stands  out  as  the  most  gigantic  failure  which 
has  ever  taken  place  in  the  banking  world,  and  as  such  we 
think  it  has  demanded  something  more  than  a  cursory 
notice. 

To  exhaust  the  subject,  however,  it  will  be  necessary  to 
examine  the  causes  which  led  to  the  disaster;  and  we  shall 
earnestly  hope  that  the  result  of  such  examination  may  be, 
that  in  the  future  it  will  prove  a  beacon  whereby  others 
may  steer  clear  of  the  rocks  whereon  the  City  of  Glasgow 
Bank  became  a  wreck. 

Whenever  a  bank  fails  it  is  almost  invariably  found  that 
the  result  has  been  brought  about  by  some  large  involve- 
ments in  the  shape  of  advances  on  dead  and  unmarketable 
securities.  In  a  previous  section  of  this  work,  as  we  have 
already  seen,  the  Western  Bank  of  Scotland  was  brought 
down  chiefly  by  having  locked  up  over  a  million  and  a  half 
of  money  by  advances  to  four  insolvent  houses.  The 
Borough  Bank  of  Liverpool  was  brought  down  in  the  same 
way;  and  so  was  the  Northumberland  and  Durham  Dis- 
trict Bank  by  a  large  lock-up  with  the  Derwent  Iron 
Company. 

It  has  been  over  and  over  again  enforced  in  the  preced- 
ing pages  that  the  most  dangerous  of  all  loans  are  those 
which  are  made  against  unmarketable  securities,  such  as 
mills,  iron-works,  coal-mines,  landed  property,  &c,  and 
which  from  their  nature  are  not  likely  to  be  repaid  at 
maturity,  but  are  likely  to  be  asked  to  be  renewed  again 
and  again  for  an  indefinite  period.  Then  a  time  of  tight- 
ness in  the  money  market  comes,  when  it  is  necessary  to 
realize  every  penny;  and  when  this  cannot  be  done,  too 
often  the  bank  and  the  debtor  go  down  together,  It  has 
also  been  enforced  that  the  granting  of  such  loans  is  most 
often  due  to  a  want  of  decision  and  firmness  on  the  part  of 
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the  banker.  The  latter  is  perhaps  assailed  by  an  influen- 
tial customer,  who  so  presses  his  proposal  for  such  a  loan 
upon  him,  that,  being  unable  to  answer  with  an  emphatic 
"  No  "  when  necessary,  he  allows  himself,  in  a  moment  of 
weakness,  to  be  persuaded  to  agree,  and  the  mischief  is 
then,  in  the  majority  of  cases,  done.  For  it  is  easier  to 
get  into  a  large  loan  than  it  is  to  get  out  of  it,  and  when  a 
loss  is  once  made  it  requires  a  great  amount  of  strength  of 
mind  to  look  it  in  the  face  and  submit  to  it.  The  tempta- 
tion is  to  throw  good  money  after  bad  on  the  off-chance 
that  things  will  all  come  right  some  day.  When  we  say 
this,  of  course  we  de  not  mean  to  imply  that  in  every  case 
it  is  inexpedient  to  "  nurse  an  account."  This  is  fre- 
quently done  with  the  best  results ;  but  the  determination 
to  attempt  it  must  be  governed  by  circumstances,  and  in 
view  of  the  fact,  as  experience  has  proved,  that  it  is  always 
a  dangerous  movement,  and  that  the  chances  are  always 
very  much  against  the  success  of  the  result. 

To  the  causes  above  alluded  to,  the  failure  of  the  City 
of  Glasgow  Bank  was  largely  due.  We  have  seen  who 
were  its  principal  debtors,  and  it  only  remains  to  say 
that  these  gigantic  totals  were  built  up  by  degrees,  and  in 
the  hope  that  the  additional  supplies  would  enable  the 
debtors  to  ultimately  wipe  off  the  whole.  As  an  example 
let  us  take  Smith,  Fleming,  and  Co.'s  account.  It  transpired 
at  the  trial  that  that  firm  were  indebted  to  the  bank  in 
1870  to  the  extent  of  ^£150,000  only,  which  sum  was  en- 
tirely covered  by  securities.  But  in  consequence  of  a 
serious  loss  by  their  Liverpool  correspondents,  Nicol, 
Duckworth,  and  Co.,  about  that  time,  they  determined  to 
stop  payment.  In  an  evil  hour,  however,  both  for  them- 
selves and  the  bank,  they  communicated  their  intention  to 
the  latter,  who,  not  liking  the  prospect  of  a  })ossib1e  loss, 
pressed   them    to   go  on,  and  offered  them  further  help. 
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This  is  an  instance — not,  perhaps,  of  the  princijrte  of 
cursing  an  account,  but  of  the  foolishness  of  nursing  such 
an  account  in  the  way  they  did.  Granting  the  propriety 
at  this  stage  of  carrying  them  on  in  the  hope  of  setting 
them  on  their  feet  again  (for  it  must  be  remembered  that 
Smith,  Fleming,  and  Co.  had  an  enormous  commission 
business  which  brought  them  in  nearly  =£100,000  per 
annum),  it  altered  the  matter  altogether  when  this  could 
only  be  done  at  the  cost  of  advancing  them  other  =£500,000. 
Unfortunately  the  bank  did  this,  and  thereafter  they  were 
compelled  from  time  to  time  for  years  to  add  to  their 
advances,  until  at  the  date  of  the  stoppage  they  amounted 
to  nearly  two  millions.  The  securities  the  bank  took  against 
this  debt  were  of  the  most  heterogeneous  description,  and 
embraced  tea-garden  property,  and  shares  in  steam,  tele- 
graph, oil,  cotton,  and  tool-factory  companies,  besides 
debts  of  several  failed  firms.  It  is  obvious  how  unsaleable 
many  of  these  securities  were,  and  consequently  how  ex- 
ceedingly dangerous  it  must  have  been  to  have  advanced 
against  them. 

The  debts  of  the  other  large  debtors  were  built  up  in 
much  the  same  way,  except  that  in  their  cases  the  debts 
were  already  in  1870  immeasurably  beyond  their  legitimate 
requirements;  showing  that  the  business  of  the  bank  was 
utterly  rotten  many  years  before  it  was  ever  suspected. 
The  securities  taken  for  these  debts  were  even  less  of  a 
proper  banking  description  than  those  taken  from  Smith, 
Fleming,  and  Co.,  and  consisted  chiefly  of  property  in  New 
Zealand  and  Australia,  shares  in  the  New  Zealand  and 
Australian  Land  Company,  liens  upon  wool,  &c,  all  tho- 
roughly unmarketable. 

In  addition  to  holding  these  securities  for  money  ad- 
vanced, it  will  be  scarcely  credible  that  the  bank  also 
actually  purchased  land   in   New    South  Wales,  Queens- 
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land,  and  New  Zealand,  as  investments.  They  deliberately 
minuted  resolutions  in  1876  and  1877,  authorizing  a  sum 
of  half  a  million  to  be  spent  in  this  way.  This  they  did 
in  the  expectation  that  they  would  thus  recoup  themselves 
the  large  loss  which  had  already  accrued  on  J.  Nicol 
Fleming's  debt,  and  they  based  their  expectation  on  the 
calculation  that  they  could  finance  the  purchases  at  a  cost 
of  6  per  cent.,  and  that  the  investment  would  bring  them 
in  16  per  cent. 

In  this  way,  in  addition  to  their  own  absolute  holding 
of  land,  the  bank  were  interested,  directly  and  indirectly, 
in  the  New  Zealand  and  Australian  Land  Company,  to  the 
extent  of  nearly  a  million  and  a  half,  out  of  a  total  capital 
of  two  and  a  half  millions. 

But  to  go  back  to  the  events  which  took  place  imme- 
diately after  the  stoppage  of  the  bank  on  the  2nd  of 
October.  We  have  shown  the  effects  that  followed  the 
event  in  Scotland.  In  London,  the  centre  of  the  monetary 
world,  and  in  the  country  generally,  the  effects  were  far- 
reaching  and  serious,  although  not  generally  disastrous. 

One  of  the  first  effects  of  the  shock  to  credit  was  seen 
in  the  eagerness  with  which  all  the  banks  in  London  and 
the  provinces,  and  in  Scotland,  strengthened  their  hands  in 
case  of  emergency.  During  the  first  three  weeks  of  Octo- 
ber the  "  other  deposits "  (those  of  the  banks  and  the 
general  public)  of  the  Bank  of  England  increased  over 
seven  millions — thus  showing  the  determination  of  the 
banks  to  keep  themselves  strong.  During  the  same  period 
also  the  reserve  decreased  nearly  four  millions,  thus  show- 
ing the  extent  of  the  preparations  of  the  banks  to  meet 
with  notes  and  hard  cash  any  immediate  demands  upon 
them.  It  thus  appears  that  the  banks  throughout  the 
country  strengthened  their  hands  by  eleven  millions  of 
pounds,  and  as  this  sum  must  have  been  provided  chiefly 
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by  calling  up  loans,  and  by  declining  fresh  loans  and  dis- 
counts, it  measures  to  a  certain  extent  the  inconvenience 
imposed  upon  the  general  public  by  the  deprivation  of  their 
wont «'d  accommodation. 

This  sum  of  eleven  millions,  although  large,  is  by  no 
means  so  large  as  might  have  been  expected  considering  the 
gravity  of  the  position.  The  crisis  was  simply  a  banking 
one,  brought  about  by  a  specific  cause,  but  it  was  not 
aggravated  by  any  widespread  commercial  distrust,  or  any 
scarcity  of  money. 

When  money  was  scarce  at  the  end  of  1873,  when  no 
panic  prevailed,  we  have  seen  that  the  bank  was  charging 
9  per  cent,  for  discounts  and  12  per  cent,  for  advances; 
while  at  the  period  we  are  now  speaking  of,  when  money 
was  plentiful,  the  bank  was  only  charging  6  per  cent,  for 
discounts — and  that  only  for  a  few  weeks — notwithstand- 
ing the  existence  of  a  serious  crisis  which  for  a  time  daily 
threatened  to  become  more  serious. 

It  will  easily  be  understood  that  one  of  the  first  effects 
of  the  bank  failure,  and  the  consequent  contraction  of 
accommodation,  would  be  seen,  as  was  the  case,  in  numer- 
ous failures  all  over  the  country.  It  is,  however,  only  right 
to  say  that  in  crises  of  this  kind,  well-conducted  and  sound 
firms  rarely  suffer  very  materially  by  restriction  of  accom- 
modation. It  is  only  firms  whose  credit  is  of  an  inferior 
description,  and  whose  conduct  is  not  all  that  could  be  de- 
sired, who  first  feel  the  effects  of  periods  of  discredit. 
Bankers  never  refuse  legitimate  accommodation  to  the 
customers  in  whom  they  have  faith,  even  in  the  tightest  of 
times.  This  accommodation,  however,  must  necessarily 
be  governed  by  the  banker's  means,  and  it  happens — and 
this  is  one  of  the  many  drawbacks  of  a  banking  crisis — 
that  the  soundest  firms  are  often  put  to  serious  incon- 
venience from  the  restrictions  which  their  bankers  in  self- 
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defence  find  it  necessary  to  impose.  On  the  other  hand, 
however,  a  crisis  always  presents  this  advantage — and  it 
is,  perhaps,  the  only  advantage  that  it  does  present — it 
most  certainly  searches  out  the  weak  and  ill-conducted  and 
speculative  firms,  and  roots  them  out  of  the  field  as  so 
many  tares,  and  leaves  the  ground  free  for  the  proper  de- 
velopment of  healthy  concerns  which  previously  had  been 
handicapped  by  the  competition  of  speculative  enterprises, 
the  persons  interested  in  which  had  everything  to  gain  and 
nothing  to  lose. 

As  a  direct  consequence  of  this  period  of  suspicion  and 
restricted  accommodation  many  such  firms  did  fail.  On 
the  11th  also,  the  firm  of  Heugh,  Balfour,  and  Co.,  ware- 
housemen, of  London  and  Manchester,  in  the  East  India 
trade,  failed,  with  liabilities  of  about  a  million.  This  firm 
at  one  time  was  of  the  highest  respectability,  and  in  the 
best  of  credit,  and  possessed  of  large  means;  but  of  late 
years,  in  consequence  of  paying  out  partners,  and  endea- 
vouring to  do  the  same  large  business  with  a  diminished 
capital,  it  became  little  more  than  a  mere  rotten  nut,  and 
had  to  succumb  to  the  inexorable  law  which  in  seasons  of 
pressure  stamps  out  all  such  invertebrate  concerns. 

Although  the  acute  stage  of  the  crisis  may  be  said  to 
have  terminated  by  about  the  end  of  October,  there  were 
too  many  disquieting  rumours  afloat  after  that  period  to 
allow  it  to  pass  away  completely.  No  sooner  did  things 
appear  as  if  they  were  about  to  settle  down  again,  than 
fresh  anxiety  was  raised  by  adverse  reports  as  to  the  sta- 
bility of  the  West  of  England  Bank  in  Bristol.  These 
reports  were  circulated  with  more  or  less  persistence  all 
through  November,  and  they  were  accompanied  by  rumours 
affecting  the  position  of  several  other  banks,  chiefly  in  the 
coal  and  iron  districts.  Fortunately  the  worst  fears  were 
not  realized,  but  unfortunately  more  than    enough  were 
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realized  fco  create  the  greatest  forebodings  as  to  the  future, 
and  to  tli row  back  the  recovery  from  the  crisis,  inde- 
finitely. 

On  the  26th  November,  the  private  banking  firm  of 
J.  and  J.  Fenton  and  Sons,  of  Kochdale,  failed  with  lia- 
bilities of  about  half  a  million.  This  failure  created  little 
surprise  in  any  quarter,  and  no  excitement  except  locally. 
For  some  time  the  firm  had  not  been  in  the  highest  repute 
in  consequence  chiefly  of  one  of  the  partners  carrying  on 
the  incongruous  business  of  a  speculative  stockbroker  in 
addition  to  banking.  This  led  to  persistent  withdrawals 
of  deposits,  which  at  last  necessitated  a  stoppage,  as  the 
assets  were  as  usual  in  such  unrealizable  form  as  to 
render  it  impossible  to  meet  the  demand. 

The  West  of  England  Bank,  to  which  rumour  had 
pointed  for  weeks,  failed  on  the  9th  December  with  liabili- 
ties of  about  five  millions.  This  failure  was  brought  about 
by  causes  somewhat  similar  to  those  that  brought  down 
the  City  of  Glasgow  Bank.  This  bank  was  heavily  locked 
up  in  Fothergill,  Hankey  and  Co.,  and  the  Aberdare  and 
Plymouth  Iron  Companies,  whose  failures  we  have  already 
noticed  in  an  early  part  of  this  section.  It  was  also 
heavily  locked  up  in  the  Bwllfa  Colliery  Company,  and  in 
the  firm  of  J.  W.  Booker  and  Co.,  Limited,  of  Cardiff. 

In  other  respects  the  case  of  this  bank  was  similar  to 
that  of  the  City  of  GTlasgow  Bank.  At  the  instance  of  the 
Crown  the  directors  of  this  bank  were  also  indicted  for  the 
issue  of  false  balance-sheets,  but  after  a  patient  trial  they 
were  acquitted  of  the  charge. 

Having  entered  so  fully  into  the  history  and  causes  of 
the  failure  of  the  Glasgow  Bank,  it  is  unnecessary  to  go 
into  details  respecting  the  Bristol  Bank.  Suffice  it  to  say, 
and  this  we  cannot  repeat  too  often,  or  emphasize  too 
strongly,  that    it  was  brought   down  by  much  the  same 
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causes — viz.,  by  heavy  advances  on  inconvertible  securities. 
This  is  another  proof,  if  further  proof  were  needed,  of  the 
danger  of  lending  large  sums  of  money  to  one  or  two  firms 
— and  especially  to  firms  whose  prosperity  is  so  peculiarly 
dependent  upon  the  existence  of  a  general  activity  in 
trade. 

It  is  easy  to  understand  how  such  loans  are  in  the  first 
instance  made.  Trade  is  extremely  brisk,  we  shall  say, 
and  the  wealthy  coal-owner,  or  iron-master,  or  cotton- 
manufacturer,  not  content  with  the  large  profits  he  is 
making,  is  tempted  by  the  idea  of  making  them  larger. 
He  goes  to  his  banker,  and  shows  him  very  plainly  how  he 
can,  by  sinking  another  shaft,  or  erecting  another  furnace, 
or  building  a  new  mill,  add  immensely  to  his  income. 
The  banker,  anxious  to  oblige  a  good  customer,  and  look- 
ing at  the  proposal  in  the  light  of  commercial  sunshine, 
when  no  cloud  is  to  be  seen,  and  when  it  seems  impossible 
that  a  storm  can  come,  gives  the  desired  advance.  By- 
and-by  trade  grows  dull  on  the  Continent,  or  America,  or 
here,  or  in  India,  and  there  is  no  demand  for  coal  or  iron 
or  cotton  goods;  then  the  new  works  which  had  been  gone 
into  to  meet  the  demand  during  the  time  of  inflation,  are 
no  longer  needed,  and  soon  are  laid  aside  for  the  time 
being.  But  money  has  been  sunk  in  these  works  all  the 
same,  and  interest  on  this  capital  has  to  be  paid,  in  addi- 
tion to  an  expenditure  to  keep  the  works  from  falling  into 
a  dilapidated  state.  But  these  charges  cannot  be  met  out 
of  income  in  the  bad  times,  and  the  party  has  again  re- 
course to  his  banker,  who,  to  save  himself  from  loss,  gives 
a  fresh  advance,  and  so  on.  Then  the  dull  trade  reduces 
profits,  or  makes  them  vanish  altogether;  then  failures 
take  place  and  create  alarm;  then  alarm  brings  a  crisis  in 
which  the  bank  which  has  made  advances  of  this  kind 
(and  it  always  becomes  perfectly  well  known  locally  which 
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banks  arc  most  given  to  doing  this  .sort  of  business)  is  run 
upon,  ami  being  unable  in  proper  time  to  realize  these  un- 
marketable securities,  a  stoppage  is  the  inevitable  conse- 
quence. 

It  is  scarcely  necessary  to  say  that  we  do  not  condemn 
all  loans  of  this  description  without  exception.  Every 
such  proposal  should  be  looked  at,  and  dealt  with,  entirely 
on  its  merits,  and  without  foolish  confidence  on  the  one 
hand  or  undue  timidity  on  the  other.  It  is  one  of  the 
most  important  functions  of  a  bank  to  develop  the  re- 
sources or  the  industries  of  its  district  by  judicious  mone- 
tary aid.  What  we  condemn  is  the  abuse  of  the  system, 
by  the  granting  of  loans  of  a  magnitude  such  as  would 
imperil  the  bank  in  time  of  panic. 

Then  during  the  first  day  or  two  of  January,  1879,  in 
consequence  apparently  of  the  somewhat  general  banking 
distrust  prevailing,  and  of  the  recent  death  of  a  partner, 
whose  money,  it  was  feared,  would  be  taken  out  of  the 
business,  a  run  was  made  upon  the  banking  firm  of  Tweedy, 
Williams,  and  Co.,  of  Truro,  and  they  were  obliged  to  stop 
payment  on  the  4th,  with  liabilities  of  about  .£650,000. 
This  failure  seems  to  have  been  caused  through  ill  fortune 
alone,  and  not  through  any  gross  mismanagement.  At 
a  meeting  of  creditors  a  composition  of  16s.  in  the  pound 
was  accepted,  and  a  resolution  expressive  of  sympathy 
with  the  partners  was  passed.  The  business  of  this  bank 
was  subsequently  resuscitated  in  a  joint-stock  form  under 
the  title  of  the  Cornish  Bank,  Limited. 

As  if  the  failures,  and  rumours  of  failures,  amongst  the 
country  banks  were  not  enough  at  this  period  of  great 
anxiety,  some  individuals  concocted,  and  spread  abroad* 
certain  diabolical  rumours  respecting  some  of  the  London 
banks.  But  when  they  directed  their  chief  attack  against 
one  of  the  largest  of  them  all,  the  absurdity  of  the  rumours 
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showed  the  cloven  hoof  so  plainly  as  to  render  it  very  easy 
to  connect  them  with  certain  operators  on  the  Stock  Ex- 
change who  had  large  "bear"  accounts  open  in  bank 
shares.  The  result  of  their  operations,  in  conjunction  with 
a  certain  amount  of  fright  on  the  part  of  shareholders, 
especially  in  unlimited  banks,  was  that  these  securities 
were  depressed  by  between  20  and  30  per  cent. 

We  have  said  that  the  acute  stage  of  the  panic  termi- 
nated about  the  end  of  October.  After  that  period  con- 
fidence was  again  beginning  slowly  to  be  felt,  but  the 
restoration  of  confidence  was  seriously  interfered  with  by 
FeD ton's  and  the  West  of  England  Bank  failures.  And 
just  when  the  effect  of  the  latter  was  beginning  to  wear  off, 
the  commercial  world  was  doomed  to  still  further  dis- 
appointment, and  the  return  of  confidence  was  once  more 
retarded,  by  the  Cornish  Bank  failure  in  the  beginning  of 
Januar}\ 

To  complete  the  record  of  banking  disasters  during  this 
period,  the  failures  must  be  mentioned  of  Vivian,  Grylls, 
Kendal,  and  Co.,  of  Helstone,  Cornwall,  on  the  4th  of 
February,  and  of  Swann,  Clough,  and  Co.,  York,  on  the 
8th  of  May.  They  were  both  old  established  concerns. 
The  former  failed  in  consequence  of  a  steady  drain  upon 
the  resources  of  the  bank  ever  since  the  date  of  the  failure 
of  Tweedy,  Williams,  and  Co.,  and  the  latter  in  conse- 
quence, it  was  understood,  of  an  unrealizable  lock-up,  as 
usual. 

With  the  failure  of  Vivian's,  of  Helstone,  the  crisis  of 
1878  maybe  said  to  have  passed  away,  and  confidence  was 
soon  thereafter  fully  restored. 
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SECTION  XXXV. 

BANKING  LEGISLATION,   1879-1880. 

IMMEDIATELY  after  the  failures  of  the  City  of 
Glasgow  and  West  of  England  Banks,  and  the  blow 
which  was  thereby  dealt  to  the  principle  of  unlimited 
liability,  it  is  not  to  be  wondered  at  that  bank  share- 
holders began  very  carefully  to  scrutinize  their  position 
in  the  light  of  these  two  great  catastrophes.  And  although 
it  will  readily  be  admitted  that  this  principle  has  served 
its  object  well,  and  has  built  up  our  banking  system  to 
its  present  strength,  it  must  be  confessed  that  it  was 
more  than  human  nature  could  reasonably  be  expected  to 
endure,  that  shareholders  should  quietly  remain  under  a 
responsibility  the  extent  of  which  they  never  dreamed 
of,  until  it  was  brought  so  painfully  before  them  by  the 
ruin  of  the  great  bulk  of  the  proprietors  in  these  two 
unfortunate  concerns. 

It  is  true  that  such  a  disaster  as  that  of  the  failure  of 
the  City  of  Glasgow  Bank  is  unprecedented  in  the  annals 
of  banking ;  and  though  it  may  be  true  that  such  a  dis- 
aster is  unlikely  ever  to  happen  again,  yet  shareholders 
properly  thought  that  it  behoved  them  to  guard  against 
any  contingency  of  the  like  nature  by  either  selling  out 
of  unlimited  companies,  or  by  agitating  that  the  banks 
with  which  they  were  connected  should  register  under 
the  limited  liability  Acts. 

Nor  was  this  an  unreasonable  action  or  an  unreasonable 
agitation  on  their  part,  for  it  must  be  admitted  that  the 
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return  on  their  investment — to  all,  at  least,  but  to  share- 
holders of  long  standing,  amounting,  in  the  best  banks,  to 
no  more  than  4  or  5  per  cent.,  was  totally  inadequate  to 
compensate  them  for  the  risks  they  ran.  And  it  was 
moreover  properly  argued,  that  it  was  but  fair  that  the 
depositing  public  of  banks  should  take  some  of  the  risk 
upon  their  own  shoulders,  in  return  for  the  convenience 
granted  them  by  their  bankers  keeping  their  accounts, 
and  giving  them  other  privileges  and  facilities,  whereby 
they  were  enabled  to  make  profit. 

These  being  the  views  very  widely  held  by  shareholders 
and  others  deeply  interested  in  the  soundness  and  good 
government  of  our  commercial  affairs,  public  expression  in 
many  forms  was  given  to  them.. 

During  the  acute  stage  of  the  crisis,  men's  minds  were 
too  full  of  other  things  to  give  much  heed  to  such  topics, 
but  as  soon  as  this  stage  had  been  passed,  the  indis- 
criminate selling  of  unlimited  bank  shares  which  had  been 
initiated  during  the  crisis  by  panic-stricken  shareholders, 
was  deliberately  carried  on  by  the  more  thoughtful  of 
them,  who  were  desirous  of  getting  rid  of  a  burden  which 
they  conceived  they  were  not  justified  in  sustaining. 
These  sales,  in  conjunction  with  the  expression  of  the  well- 
weighed  opinions  of  many  who  were  entitled  to  speak  on 
such  a  subject,  necessarily  forced  the  whole  question  upon 
public  attention. 

Hence,  in  meetings  of  the  Social  Science  Association, 
and  of  banking  institutes,  in  the  daily  and  weekly  papers, 
and  in  the  Houses  of  Parliament,  the  whole  subject  was 
fully  discussed.  In  the  House  of  Commons  many  attempts 
were  made  by  private  members  to  deal  with  the  question, 
but  although  each  offered  some  good  suggestions,  and 
contributed  valuable  material  to  the  consideration  of  the 
subject,    not   one    could    com  in  and    sufficient    support    to 
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render  his  sohemo  likely  to  meet  with  acceptance,  and  the 
hills  one  and  all  had  to  be  withdrawn. 

These  abortive  attempts  at  legislation  were  useful  in 
their  way,  for  they  helped  to  keep  the  question  before  t In- 
public,  and  drew  attention  to  the  points  in  our  banking 
system  requiring  reconsideration,  as  evidenced  by  the 
recent  failures.  It  was  evident,  however,  that  no  legisla- 
tion on  such  an  important  subject  could  be  satisfactory 
unless  it  was  effected  under  the  responsibility  of  the  gov- 
ernment; and  accordingly  the  government,  under  the 
pressure  of  public  opinion,  determined  to  deal  with  the 
matter  themselves. 

In  February,  1879,  the  Chancellor  of  the  Exchequer,  in 
the  House  of  Commons,  indicated  the  intentions  of  the 
government;  but  as  these  seemed  to  contemplate  no  more 
than  to  make  the  provisions  of  the  Act  of  1862  more  elastic, 
and  to  give  greater  facilities  for  registering  under  that 
Act,  and  to  amend  certain  technical  difficulties  which  had 
cropped  up  under  it,  they  were  considered  wholly  inadequate. 

Meanwhile  the  question  was  further  ventilated  by  the 
introduction  of  other  bills  by  private  members  impatient 
of  delay,  and  by  meetings  of  different  classes  of  joint- 
stock  banks.  In  this  way  time  was  gained  to  look  at  the 
matter  from  all  sides,  and  there  was  thus  less  fear  that  it 
would  be  dealt  with  in  a  slipshod  fashion,  or  under  the 
influence  of  panic  feeling,  which  might  have  led  to  drastic 
and  heroic  remedies,  which  might  possibly  have  proved 
worse  than  the  evils  they  sought  to  cure. 

,  Having  patiently  obtained  all  the  information  it  was 
possible  to  get,  the  Chancellor  of  the  Exchequer  on  the 
21st  of  April  introduced  his  measure,  entitled,  "  A  Bill  to 
amend  the  Law  with  respect  to  the  Liability  of  Members 
of  Banking  and  other  Joint-Stock  Companies,  and  for 
other  purposes." 
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The  main  objects  of  the  bill  were  to  establish  the  new- 
principle  of  "  Reserve  Liability,"  giving  a  reserved  liability 
as  regards  the  general  debts  of  the  company,  but  an  un- 
limited liability  as  regards  the  note  issues;  to  enact  that 
all  banks  registering  under  the  act  should  take  the  title  of 

"  The Reserve  Liability  Banking  Company,"  or,  "  The 

Banking  Company,  Limited  by  Reserve";  to  provide 

for  a  compulsory  and  independent  audit;  and  to  prescribe 
a  uniform  form  of  balance-sheet. 

The  characteristic  of  reserve  liability,  as  set  forth  in  the 
bill,  was  that  the  amount  thereof  should  only  be  called  up 
in  case  of  failure,  and  for  the  purposes  of  the  liquidation ; 
and  that  it  should  amount  to  a  sum  equal  to,  or  some 
multiple  of,  the  nominal  amount  of  the  share  in  respect  of 
which  it  was  payable. 

In  addition  to  these  objects  there  was  another  very  im- 
portant one,  to  the  effect  that  no  bank  of  issue  should  be 
allowed  to  register  as  a  reserve  liability  company  so  long 
as  it  had  any  establishment  as  a  bank  in  any  part  of  the 
United  Kingdom  other  than  that  in  which  the  head  office 
or  principal  place  of  issue  was  situate.  This  was  the  eighth 
clause. 

This  eighth  clause  was  of  course  received  with  strong 
disfavour  by  the  Irish  and  Scotch  banks.  It  will  be  seen 
that  it  was  aimed  directly  against  them,  for  some  of  the 
Irish  and  nearly  all  the  Scotch  banks  of  issue  had  offices 
in  London,  while  none  of  the  English  banks  had  offices  in 
Ireland  or  Scotland.  The  effect  of  the  clause,  had  it  been 
passed,  would  have  been  to  have  driven  the  unlimited 
Scotch  and  Irish  banks  out  of  London,  if  they  had  taken 
advantage  of  the  permissive  powers  of  the  bill. 

This  was  an  endeavour  to  do  by  a  side  wind  that  which 
was  directly  attempted  to  be  done  in  1875  by  a  bill  intro- 
duced into  the  House  of  Commons  by  Mr.  Goschen,  at  the 
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instigation  chiefly  of  some  of  the  London  and  English 
provincial  bankers.  At  that  time  the  matter  was  very 
fully  discussed,  both  in  and  out  of  Parliament,  and  a 
committee  of  the  House  of  Commons  was  appointed  to 
take  evidence  and  consider  and  report  on  the  subject. 

This  committee  sat  for  a  long  period  and  took  volumi- 
nous evidence,  which  was  merely  reported  to  the  House, 
but  with  respect  to  which  no  recommendation  was  made; 
and  the  government  thereupon  declined  to  give  any  coun- 
tenance to  Mr.  Goschen's  scheme,  and  he  did  not  proceed 
further  with  his  bill. 

It  was,  therefore,  all  the  more  to  be  regretted  that  the 
same  government  should  have  grafted  on  to  the  stem  of 
its  otherwise  admirable  bill,  an  excrescence  which  was 
entirely  foreign  to  its  principle  and  its  scope.  It  is  the 
function  of  government  to  look  after  the  interests  of  the 
general  public,  and  not,  however  innocently,  to  play  into 
the  hands  of  a  small  and  interested  class,  as  it  assuredly 
would  have  done  had  it  driven  the  Irish  and  Scotch 
banks  out  of  London,  and  thereby  reduced  wholesome 
competition,  and  given  a  practical  monopoly  to  the  other 
London  bankers. 

Strong  representations  were  made  to  the  government 
with  respect  to  the  eighth  clause,  in  memorials  from  the 
Irish  and  Scotch  banks,  and  separately  from  the  Eoyal 
Bank  of  Scotland,  the  latter  pointing  out  that  its  position 
in  London  was  secured  by  Act  of  Parliament,  passed  in 
1873,  with  the  full  approval  of  the  committee  of  the  Asso- 
ciation of  English  Country  Bankers. 

With  the  exception  of  this  clause  the  bill  was  generally 
cordially  approved  by  the  Irish  and  Scotch  banks.  And 
at  a  meeting  of  the  London  joint-stock  banks  the  bill  was 
carefully  considered  and  discussed,  and  the  views  expressed 
were  afterwards  embodied  in  a  letter  to  the  Chancellor, 

II.  DD 
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which  was  presented  to  him  by  a  deputation  from  their 
nnmber.  This  letter  expressed  the  general  approval  of 
the  London  banks  of  the  measure,  but  suggested  certain 
modifications  relating  to  the  common  title  of  banks  regis- 
tering under  the  Act,  to  the  form  of  balance-sheet,  the 
audit,  etc.  Subsequently,  on  the  invitation  of  the  Chan- 
cellor, the  London  banks  prepared  a  form  of  balance-sheet 
for  incorporation  in  the  bill,  embracing  all  the  salient 
points  which  it  was  considered  expedient  for  the  public  to 
know. 

From  the  time  Sir  Stafford  Northcote  introduced  his 
bill  in  April,  nothing  further  was  done  in  the  House  of 
Commons  respecting  it  until  the  22nd  of  July,  when  it 
came  on  for  second  reading.  Meanwhile,  however,  much 
discussion  had  taken  place  outside  upon  all  its  details. 
The  Scotch  and  Irish  banks  were  up  in  arms  against  the 
eighth  clause.  The  limited  banks  naturally  deprecated 
any  legislation  at  all,  as  they  were  desirous  to  keep  all  the 
advantages  arising  out  of  limitation  to  themselves.  The 
unlimited  banks  just  as  naturally  approved  in  general 
terms  of  the  objects  of  the  bill.  The  public  viewed  the 
matter  from  their  respective  standpoints,  and  acted  accord- 
ingly. The  subject  having  thus  been  so  fully  ventilated 
outside,  it  was  discussed  in  the  House  of  Commons  with 
great  fulness  and  intelligence,  and  it  was  at  length  put  into 
a  shape  which  commanded  general  approval. 

The  Chancellor,  in  his  speech  on  the  second  reading, 
admitted  the  force  of  the  representations  made  to  him  by 
the  Irish  and  Scotch  banks,  and  withdrew  the  objectionable 
eighth  clause  altogether.  It  cannot  be  said,  however,  that 
this  was  done  with  a  good  grace,  for,  under  the  same 
influence  apparently  which  inspired  the  eighth  clause,  he 
seemed  to  seek  to  attain  the  object  of  that  clause  in 
another  way.    He  proposed  to  eliminate  Ireland  and  Scot- 
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land  from  the  operation  of  the  bill,  on  the  ground  that  the 
session  was  so  far  advanced  as  to  leave  no  time  to  deal 
satisfactorily  with  so  large  a  subject;  and  he  promise!  a 
i ilea  sine  in  the  next  session  dealing  with  the  hanks  of 
those  two  countries.  This  project  was  so  strongly  ob- 
jected to  by  the  Irish  and  Scotch  members,  who  plainly 
intimated  that  they  would  not  allow  the  bill  so  mutilated 
to  pass,  that  the  Chancellor  was  again  forced  to  yield. 
Accordingly  the  discussion  was  proceeded  with,  on  the 
understanding  that  the  bill  should  apply  to  the  whole 
kingdom ;  and,  ultimately,  the  second  reading  was  passed, 
and  the  bill  committed  pro  forma.  A  fortnight  later  the 
House  went  into  committee  on  the  amended  bill. 

It  is  needless  to  describe  in  detail  the  discussions  which 
led  to  the  alteration  of  the  bill  in  many  material  points. 
Suffice  it  to  say  that  the  clause  which  proposed  to  enact 
that  all  banks  registering  under  the  Act  should  take  the 
title  of  "  reserved  liability "  was  expunged,  and  in  its 
place  a  simple  provision  was  inserted,  extending  the  scope 
of  the  Companies'  Acts  of  1862  to  1877,  which  require  the 
affix  of  the  word  "  limited  "  to  the  title  of  any  company 
registering  thereunder. 

At  this  point,  in  consequence  of  the  multiplicity  of 
counsel,  and  the  antagonistic  interests  involved,  the  bear- 
ings of  the  discussion  seemed  in  danger  of  being  lost;  but, 
at  the  instance  of  Mr.  Shaw,  the  member  for  Cork,  who  led 
the  committee  out  of  the  difficulty  into  which  they  had 
got,  the  principle  of  reserve  liability  was  retained.  Mr. 
Shaw  proposed  that  "  An  unlimited  company  may,  by  the 
resolution  passed  by  the  members,  when  assenting  to  re- 
gistration as  a  limited  company  under  the  Companies 
Acts,  1862  to  1879,  and  for  the  purpose  of  such  registra- 
tion, or  otherwise,  increase  the  nominal  amount  of  its 
capital  by  increasing  the  nominal  amount  of  each  of  its 
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shares:  Provided  always  that  no  part  of  such  increased 
capital  shall  be  capable  of  being  called  up,  except  in  the 
event  of,  and  for  the  purpose  of,  the  company  being  wound 
up." 

"  And  in  cases  where  no  such  increase  of  nominal  capital 
may  be  resolved  upon,  an  unlimited  company  may,  by  such 
resolution  as  aforesaid,  provide  that  a  portion  of  its  un- 
called capital  shall  not  be  capable  of  being  called  up,  except 
in  the  event  of,  and  for  the  purposes  of,  the  company  being 
wound  up." 

"  A  limited  company  may  by  a  special  resolution  declare 
that  any  portion  of  its  capital  which  has  not  been  already 
called  up,  shall  not  be  capable  of  being  called  up,  except 
in  the  event  of,  and  for  the  purpose  of,  the  company  being 
wound  up ;  and  thereupon  such  portion  of  capital  shall  not 
be  capable  of  being  called  up,  except  in  the  event  of,  and 
for  the  purposes  of,  the  company  being  wound  up." 

The  first  paragraph  of  this  clause  (the  fifth  in  the  Act) 
was  designed  to  meet  the  case  of  unlimited  banks  whose 
capital  was  all  paid  up,  and  who  might  desire  to  register 
under  the  Act,  but  who  would  practically  be  debarred 
therefrom  because  of  their  thereby  making  themselves 
absolutely  limited,  as  would  have  been  the  case  under  the 
clause  as  it  originally  stood  in  the  bill. 

Mr.  Shaw  having  thus  extricated  the  committee  from  a 
difficulty  which  at  one  time  seemed  insurmountable,  the 
remaining  clauses  were  rapidly  proceeded  with  and  dis- 
posed of. 

The  bill  was  finally  passed  on  the  15th  of  August,  1879, 
and  it  now  constitutes  the  Act  42  and  43  Vict.,  c.  76,  en- 
titled, "  An  Act  to  Amend  the  Law  with  respect  to  the 
Liability  of  Members  of  Banking  and  other  Joint-Stock 
Companies,  and  tor  other  purposes,"  which  contains  the 
following  clauses: 
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1.  Act.  may  bo  cited  as  the  Companies  Act,  1879. 

2.  Act  shall  not  apply  to  Bank  of  England. 

3.  Act  shall  be  construed  as  one  with  the  Companies 
Acts,  1862,  1867,  and  1877,  and  those  Acts,  with  this 
Act,  may  be  referred  to  as  the  Companies  Acts,  1862  to 
1879. 

4.  Any  company  registered  before  or  after  the  passing 
of  this  Act  as  an  unlimited  company  may  register  under 
the  Companies  Acts,  1862  to  1879,  as  a  limited  company, 
or  any  company  already  registered  as  a  limited  company 
may  re-register  under  the  provisions  of  this  Act. 

The  registration  of  an  unlimited  as  a  limited  company 
shall  not  prejudice  any  debts  entered  into  prior  to  regis- 
tration. 

5.  Is  Mr.  Shaw's  clause,  referred  to  above. 

6.  Provides  that  a  bank  of  issue,  registered  as  a  limited 
company,  either  before  or  after  the  passing  of  this  Act, 
shall  not  be  entitled  to  limited  liability  in  respect  of  its 
notes. 

7.  Provides  for  a  compulsory  and  independent  audit 
once  at  least  every  year,  by  auditors  appointed  by  the 
shareholders. 

8.  Enacts  that  every  balance-sheet  shall  be  signed  by 
the  auditors,  and  by  the  secretary  or  manager,  and  by  at 
least  three  of  the  directors. 

9.  Contains  provisions  for  closing  the  registration  of  a 
company  formerly  registered,  and  dispenses  with  the 
delivery  of  the  necessary  documents  when  re-registering 
under  this  Act. 

10.  A  company  registering  under  this  Act  may  avail 
itself  of  the  privileges  conferred  by  the  Act,  notwithstand- 
ing any  provisions  contained  in  any  Act  of  Parliament, 
Royal  Charter,  or  other  instrument  constituting  or  regu- 
lating the  company. 
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In  the  above  form  the  bill  was  passed,  and  it  will  there- 
fore be  seen  that  the  idea  of  a  uniform  balance-sheet  was 
given  up. 

There  can  be  no  doubt  that  the  Act,  although  far  from 
perfect,  is  a  step  in  the  right  direction,  and  secures  to 
creditors  a  better  class  of  shareholders  than  was  likely  to 
exist  upon  the  old  basis,  when  it  was  brought  home  to 
them  by  the  bank  failures  what  risks  they  ran. 

The  Act  being  a  purely  permissive  one,  it  was  not  to  be 
expected  that  a  great  rush  would  be  made  by  the  un- 
limited banks  to  take  advantage  of  its  provisions.  The 
change  of  the  relations  between  the  shareholders — the 
debtors,  and  the  depositors — the  creditors,  was  too  sweep- 
ing to  admit  of  any  hasty  or  ill-considered  action.  Al- 
though the  shareholders  had  no  doubt  of  the  advantage  of 
the  change  to  them,  they  feared  that  the  reduction  of  the 
security  might  frighten  depositors,  and  lead  them  to  re- 
move their  business  to  banks  remaining  unlimited.  Hence, 
although  the  unlimited  banks  had  approved  of  the  measure, 
and  had  used  their  influence  to  get  it  passed,  after  it 
became  law  there  was  some  reluctance  exhibited  to  take 
advantage  of  its  provisions,  and  no  bank  seemed  to  care  to 
be  the  first  to  make  the  experimental  plunge.  At  length, 
however,  On  the  24th  of  October,  a  meeting  of  the  un- 
limited banks  was  held  in  London  to  consider  the  subject, 
and  the  conclusion  was  generally  come  to  that  it  would  be 
advisable  to  register  under  the  Act.  Accordingly,  shortly 
afterwards,  announcements  were  made  by  some  of  the 
leading  London  and  country  banks  that  they  would  do  so. 
Among  these  may  be  mentioned  the  London  and  West- 
minster, the  National  Provincial,  the  London  and  County, 
and  the  Manchester  and  Liverpool  District  Banks.  And 
the  ice  having  been  broken  l>y  such  high-class  institutions, 
others  followed  suit  in  quick  succession.    A  still  greater 


I'liAri  [CE   OF    BANKING.  407 

Lmpetua  was  given  by  the  remarks  of  the  chairman  of  the 
London  and  Westminster  Hank  at  its  annual  meeting  in 
the  following  January.  He  stated  that  since  the  bank  had 
come  under  the  Act,  the  number  of  accounts  and  the 
amount  of  deposits  had  increased,  and  the  proprietors  had 
become  of  a  better  class.  We  believe  this  is  the  experience 
of  the  large  majority  of  the  banks  which  have  registered. 
It  is  natural  that  it  should  be  so,  for  the  public  are  wise 
enough  to  see  that  the  limited  liability  of  a  wealthy  pro- 
prietary is  a  greater  security  to  them  than  the  unlimited 
liability  of  men  of  straw,  into  whose  hands  there  is  a  danger 
of  such  shares  falling,  since  the  risks  of  holding  them  have 
been  proved  to  be  so  great. 

The  chief  object  of  the  Act  of  1879  being,  as  we  have 
seen,  to  restrict  the  liability  of  shareholders  by  giving  per- 
missive power  to  create  a  limited  reserve  liability  instead 
of  an  unlimited  liability;  or  to  declare,  in  the  case  of  com- 
panies already  partially  limited,  that  their  uncalled  capital 
should  be  converted  into  a  reserve  liability,  and  not  to  give 
power  to  such  companies  as  already  happened  to  be  abso- 
lutely limited,  to  extend  their  liability ;  there  were  a  certain 
small  number  of  banks  existing  in  the  kingdom  which  were 
shut  out  from  the  advantages  of  the  Act. 

Among  such  banks  were  the  five  old  chartered  banking 
corporations,  viz.:  The  Bank  of  England,  the  Bank  of 
Scotland,  the  Eoyal  Bank  of  Scotland,  the  British  Linen 
Company  Bank,  and  the  Bank  of  Ireland.  These  five  banks, 
by  virtue  of  their  constitution  as  chartered  corporations, 
were  debarred  from  placing  themselves  under  the  Act, 
which  only  provides  for  the  re-registering  of  companies 
already  registered  under  the  "  Companies  "  or  other  Acts. 

These  banks  stand  in  a  unique  position  as  regards  all 
other  banks  in  the  kingdom.  They  were  incorporated  by 
Act  of  Parliament  or  by  Royal  Charter  long  anterior  to 
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the  Act  of  1826  permitting  the  formation  of  joint-stock 
banking  companies,  and,  as  a  necessary  incident  of  their 
incorporation  at  common  law,  the  liability  of  their  share- 
holders is  limited. 

As  there  has  been  some  discussion  on  this  subject 
recently,  and  as  it  has  been  doubted  whether  this  is  the 
position  of  the  chartered  banks,  it  may  be  well  to  look  for 
a  moment  at  the  authorities  for  the  dictum. 

In  1826  Select  Committees  of  the  House  of  Lords  and 
the  House  of  Commons  on  Promissory  Notes  reported  to 
their  respective  houses  that  members  of  chartered  com- 
panies were  by  virtue  of  their  charters  protected  from  per- 
sonal responsibility  beyond  the  amount  of  their  respective 
shares. 

And  Sir  Robert  Peel  in  his  Bank  Act  of  1844,  and  his 
Irish  and  Scotch  Acts  of  the  following  year,  specially 
exempted  the  five  banks  named  from  the  obligation  of 
making  an  annual  return  of  the  names  of  their  members  to 
the  Commissioners  of  Stamps  and  Taxes. 

In  "  Bell's  Commentaries  on  the  Laws  of  Scotland," 
also,  in  book  v.  chapter  1,  section  3,  it  is  stated  that  "  The 
chief  benefits  of  a  charter  to  a  company,  and  the  most 
remarkable  of  its  peculiarities  when  compared  with  the 
constitution  of  private  partnership,  are  that  it  enjoys  the 
privileges  of  a  corporation;  the  power  to  hold  lands;  to 
make  bye-laws;  to  enjoy  in  its  several  partners  freedom  from 
any  responsibility  beyond  the  stock,  with  the  power  of  selling 
their  shares,  and  thereby  transferring  their  right  and  char- 
acter of  partners  to  others  who  become  partners.  The  debts 
of  the  company  affect  only  its  stock,  so  that  neither  can  the 
individual  members  be  prosecuted  or  have  diligence  directed 
against  them;  nor  can  they  be  called  upon  to  make  up  any 
deficiency  to  the  creditors" 

And  coming  to  our  own  day,  we  may  mention  the  opinion 
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of  the  Lord  President  of  the  Court  of  Session  expressed  in 
his  judgment  in  the  case  of  Murdochs  Trustees  versus  the 
Liquidators  of  the  City  of  Glasgow  Bank,  already  referred 
t«>  in  the  previous  section.  Counsel  for  the  Trustees  argued 
thai  the  City  of  Glasgow  Bank,  having  been  registered 
under  the  Act  of  1862,  became  thereby  an  incorporated 
company,  and  that  the  rules  of  liability  of  shareholders  in 
an  unincorporated  bank  were  no  longer  applicable  to  it. 
With  reference  to  this  argument  the  Lord  President  in  his 
judgment  said,  "  If  a  joint-stock  company,  by  registration 
under  the  Act  of  1862,  becomes  without  condition  or 
qualification  a  corporation,  with  all  the  characteristics  be- 
longing to  a  corporation  at  common  law,  there  would  be  an 
end  of  this  case.  Such  corporations  are  created  by  special 
statute  or  by  royal  charter  for  carrying  out  important 
public  objects,  and  have  also  been  created  occasionally  for 
trading  purposes,  and  notably  for  carrying  on  the  trade  of 
banking;  and  in  such  cases,  if  the  special  Act  or  charter 
of  incorporation  does  not  expressly  make  the  corporators 
liable  for  the  debts  of  the  corporation,  they  will  not  be  so 
liable.  The  corporation,  being  a  separate  person,  has  its 
own  estate  and  its  own  liabilities,  and  the  corporators  are 
not  liable  for  the  corporation,  but  only  to  the  corporation, 
within  the  limit  of  the  obligation  they  have  undertaken  to 
subscribe  to  the  corporation  funds.  '  Si  quid  universitati 
debetur  singulis  non  debetur  nee  quoad  universitas  debet 
singuli  debent.' " 

So  far  from  this  view  being  questioned,  indeed,  it  seems 
rather  to  have  been  doubted  at  one  time  whether  it  were 
legally  possible  for  the  members  of  a  corporation  to  impose 
upon  themselves  voluntarily  any  liability  beyond  the  amount 
of  their  shares.  But  to  set  the  question  at  rest,  a  per- 
missive Act  was  passed  in  1825  (6  Geo.  IV,  cap.  91),  which 
provided,  "  That  in  any  charter  hereafter  to  be  granted  by 
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His  Majesty,  his  heirs,  or  successors,  for  the  incorporation 
of  any  company  or  body  of  persons,  it  shall  and  may  be 
lawful,  in  and  by  such  charter,  to  declare  and  provide  that 
the  members  of  such  corporation  shall  be  individually  liable 
in  their  persons  and  property  for  the  debts,  contracts,  and 
engagements  of  such  corporation,  to  such  extent,  and  sub- 
ject to  such  regulations  and  restrictions,  as  His  Majesty, 
his  heirs,  or  successors,  may  deem  fit  and  proper,  and  as  shall 
be  declared  and  limited  in,  and  by,  such  charter;  and  the 
members  of  such  corporation  shall  thereby  be  rendered  so 
liable  accordingly." 

And  it  is  by  virtue  of  this  permissive  Act  that  the  share- 
holders of  most  of  the  India  and  China  and  Australian 
banking  corporations  in  London  are  liable  for  double  the 
amount  of  their  shares. 

The  Act  of  1879  was  therefore  wholly  unavailable  to  the 
banks  named,  and  there  was  no  other  Act  under  which  they 
could  go  whereby  they  could  gain  the  objects  of  that  Act. 
But  the  three  Scotch  chartered  banks  having  determined 
to  move  with  the  times  and  provide  for  their  creditors 
some  security  beyond  their  existing  large  paid  up  capitals 
and  reserve  funds,  in  November,  1880,  lodged  private  bills 
parliament  for  that  end. 

The  bills  were  introduced  in  the  House  of  Lords,  and 
passed  the  second  reading  there,  but  at  that  point  their 
further  progress  was  stopped  for  the  time  being  by  the 
government. 

It  was  understood  that  the  government  took  up  this 
position  at  the  instance  of  some  of  the  English  bankers, 
who  objected  to  any  new  privilege  whatever  being  granted 
to  any  bank ;  and  at  the  instance  of  the  other  Scotch  banks, 
who  objected  to  the  senior  banks  obtaining  the  privilege  of 
reserve  liability  without  being  obliged  so  to  designate 
themselves.    The  junior  banks  foresaw  that  probably  they 
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would  be  obliged,  by  the  pressure  of  their  shareholders,  to 
register  under  the  Act  of  1879,  aud  so  have  to  assume 
the  title  of  "limited,"1  and  they  objected  to  being  com- 
pelled thus  publicly  to  announce  the  fact,  while  the  senior 
banks,  if  their  bills  passed,  would  be  under  no  such 
obligation. 

The  government  having  blocked  the  passage  of  the  bills, 
the  banks,  their  promoters,  arranged  an  interview  with  the 
Treasury.  At  this  interview  the  government  stated  their 
objections  to  the  proposed  legislation,  and  a  few  days  later 
these  were  formulated  in  a  Treasury  minute  dated  the 
24th  March,  1881,  addressed  to  the  banks. 

In  this  minute  the  following  objections  were  urged  by 
the  government: 

They  thought  that  fresh  powers  or  privileges  should  not 
be  granted  to  banks  claiming  limited  liability  for  note 
issues;  nor  to  banks  claiming  limited  liability,  but  not 
adopting  the  designation  "  limited,"  which  is  now  a  require- 
ment of  the  general  banking  law ;  and,  moreover,  they  con- 
sidered private  legislation  on  a  subject  of  important  public 
policy  to  be  objectionable. 

With  regard  to  the  note  issues,  the  minute  pointed  out 
that  since  1845  it  had  been  the  traditional  policy  of  every 
successive  government,  in  granting  fresh  powers  to,  or  re- 
moving restrictions  from,  privileged  banks,  to  make  these 
dependent  on  a  review  of  privileges.  It  also  pointed  out 
that  while  the  principle  of  limited  liability  for  ordinary 
obligations  has,  since  1845,  received  more  general  accept- 
ance, the  legislature  has  rigorously  insisted  on  unlimited 
liability  for  note  issues.  The  government,  however,  while 
saying  that  they  were  determined  to  oppose  the  grant  of 

1  All  the  Scotch  banks  with  the  exception  of  the  three  old 
chartered  banks  mentioned  above,  have  since  registered  under  the 
Companies  Acts  with  limited  liability. 
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fresh  powers  if  the  three  banks  continued  to  ask  for  them 
accompanied  by  limited  liability  for  notes  pure  and  simple, 
expressed  themselves  as  ready  to  give  their  best  considera- 
tion to  any  proposals  by  means  of  which  the  banks  might 
think  it  possible  to  meet  the  wishes  of  the  Treasury  with- 
out encountering  the  difficulties  mentioned. 

To  the  non-adoption  of  the  term  "limited,"  the  Lords 
of  the  Treasurv  also  entertained  a  strong  objection,  because 
it  was  a  leading  principle  of  the  Act  of  1879  to  secure 
greater  uniformity  in  banking  regulations,  and  that  uni- 
formity, in  their  opinion,  would  be  departed  from  if  the 
bills  were  passed  as  they  stood,  and  without  making  it 
obligatory  upon  the  banks  to  adopt  that  affix.  Moreover, 
the  government  considered  it  expedient  that  the  public 
should  know  the  status  of  the  banks  with  which  they  dealt, 
and  therefore  the  Act  required  such  banks  as  might  be 
limited  so  to  designate  themselves. 

With  regard  to  the  objection  to  legislation  by  private 
bill,  the  Treasury  held  that  no  measure  of  important  public 
policy  should  be  so  dealt  with;  and  stated  it  as  their 
opinion  that  the  proper  mode  of  dealing  with  the  case  of  a 
bank  whose  circumstances  debarred  it  from  availing  itself 
of  the  benefits  of  the  general  law,  would  be  by  a  public  Act 
modifying  the  general  law  only  to  the  extent  of  the  proved 
necessity. 

To  these  objections  the  banks  replied: 

1st.  That  inasmuch  as  the  liability  of  the  three  banks 
was  limited — for  the  note  issues  as  well  as  for  the  general 
obligations — and  having  been  so  recognized  by  Sir  Robert 
Peel  in  his  speech  introducing  the  Scotch  Bank  Bill  of 
1845,  and  by  parliament  in  passing  the  Act,  there  would 
be  insuperable  legal  difficulties  in  the  way  of  imposing 
upon  existing  shareholders  in  respect  of  the  notes  an  un- 
limited liability,  which  they  never  undertook.  While  point- 
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tng4u1  the  impossibility,  however,  of  securing  the  notes  in 
this  precise  form,  the  banks  expressed  their  desire  toeonfer 
with  tlic  Treasury  as  to  the  best  means  to  secure  the  same 
end  in  another  way. 

2nd.  That  it  was  a  legal  impossibility  for  the  three 
banks  to  register  under  the  Act  of  1879.  That  Act  was 
available  only  to  unlimited  companies,  or  to  companies 
previously  registered  under  the  Companies  Acts  as  limited, 
and  the  three  banks  were  within  neither  category.  The 
banks  further  pointed  out  that  so  far  from  the  uni- 
formity of  banking  regulations  being  broken  by  the  non- 
adoption  by  them  of  the  title  "  limited,"  it  would,  in 
reality,  be  broken  by  its  adoption,  inasmuch  as  parliament 
every  session,  in  granting  fresh  powers  to  chartered  com- 
panies, has  never  required  them  to  designate  themselves 
limited. 

The  banks  also  reminded  their  lordships  of  a  case  in 
point  which  occurred  in  1880,  after  the  passage  of  the  Act 
of  1879.  Lord  Beaconsfield's  government  introduced  a  bill 
iu  February,  1880,  providing  for  the  continuance  in  per- 
petuity of  the  charters  (granted  for  limited  periods  and 
with  limited  liability)  to  the  Indian  and  Australian  and 
other  colonial  banks  of  London,  and  giving  them  powers  to 
increase  their  capital  at  will,  vrithout  requiring  them  to  adopt 
the  designation  "  limited.'"  Lord  Beaconsfield's  government 
fell  before  they  could  pass  this  bill,  and  were  succeeded  by 
Mr.  Gladstone's  government,  who,  in  a  Treasury  minute* 
dated  21st  July,  1880,  expressed  general  approval  of  the 
principles  embodied  in  the  bill,  and  promised  to  carry 
them  out  when  practicable. 

The  banks  further  submitted,  that  there  was  no  instance 
on  record  of  a  corporation,  or  company  of  any  kind,  not 
registered  under  the  Companies  Acts,  bearing  the  name 
limited,  and  that  the  reason  therefor  was  obvious.    That 
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term,  applied  to  an  unlimited  partnership  registering  under 
the  Companies  Acts,  was  natural  and  intelligible,  for  it 
denoted  that  the  partners  had  by  registration  chosen  to 
alter  their  relations  to  their  creditors,  by  limiting  their 
common  law  unlimited  liability.  But  with  a  corporation 
the  case  was  different.  A  corporation  being,  not  a  part- 
nership, but  a  distinct  person  in  the  eye  of  the  law,  and 
being  liable  only  to  the  extent  of  its  corporate  funds, 
could  not  assume  a  title  which  would  not  only  be  mislead- 
ing, but  be  an  absolute  misnomer.  The  assumption  of  the 
word  limited  by  the  three  banks  would  signify  that  they 
had  in  some  form  restricted  their  liability,  while  in  point 
of  fact  the  change  of  designation  would  accompany,  not  a 
limitation,  but  an  extension  of  liability,  and  of  security  to 
the  public. 

With  regard  to  the  Treasury's  objection  to  legislation 
by  private  bill,  the  banks  submitted  that  no  other  course 
was  left  open  to  them,  as  it  was  impossible  for  them,  as 
banking  corporations,  to  come  under  the  Companies  Acts; 
and  they  submitted  the  opinion  of  several  eminent  counsel, 
that  in  no  other  way  than  by  private  bill  could  they  attain 
the  objects  they  had  in  view. 

Following  upon  this  correspondence  the  banks  had  an 
interview  with  the  Treasury,  with  the  view  of  giving  further 
explanations,  and  endeavouring  to  meet  their  wishes  with 
respect  to  the  note  issues.  At  that  interview  the  banks 
offered  to  secure  the  note  issues  in  a  more  absolute  form 
than  by  the  mere  unlimited  liability  of  the  shareholders — 
they  offered  to  secure  them  by  a  special  appropriation  of 
government  securities  to  the  amount  of  their  present 
authorized  circulation,  and  of  coin  to  the  extent  of  the 
remainder  of  the  circulation  in  the  hands  of  the  public. 
But  this  advance  on  the  part  of  the  banks  did  not  meet 
with  the  cordial  response  from  the  Treasury  which  the 
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former  mighl  reasonably  have  expected,  considering  the 
terms  <>!'  the  first  minute,  wherein  their  lordships  expressed 
their  readiness  to  consider  any  proposals  by  means  of  which 
the  banks  might  be  able  to  meet  their  wishes  with  regard 
to  security  for  the  note  issues. 

With  reference  to  this  interview,  and  in  reply  to  the 
letter  of  the  banks,  the  Treasury  issued  another  minute, 
dated  the  4th  of  June.  In  this  minute  they  addressed  their 
arguments  chiefly  to  the  two  main  points  of  difference 
between  themselves  and  the  banks,  viz.,  the  questions  of 
issue  and  title.  With  regard  to  the  title,  they  simply 
affirmed  that  they  could  see  no  reason  why  a  bill  conferring 
new  powers  should  not  require  a  limited  bank  adopting 
those  powers  to  conform  to  the  general  banking  law  of  the 
United  Kingdom,  and  announce  its  status  to  the  public 
beyond  the  possibility  of  misapprehension,  by  adopting  the 
title  of  "  limited." 

Respecting  the  question  of  issue,  the  government  ad- 
mitted the  difficulty  under  which  the  banks  would  labour 
if  they  endeavoured  to  impose  unlimited  liability  for  notes 
on  present  shareholders;  but  they  announced  in  definite 
terms  their  determination  to  grant  no  new  privilege  which 
would  hinder  or  delay  the  gradual  absorption  of  private 
issues,  with  the  view  of  these  being  ultimately  replaced  by 
a  State  issue. 

Accordingly  the  government  declined  the  offer  of  the 
banks  to  secure  their  issues  by  the  deposit  of  government 
securities  and  coin,  ostensibly  on  the  ground  that  it  would 
introduce  into  private  legislation  a  principle  of  banking 
which  was  new,  and  which  had  not  received  the  sanction 
of  Her  Majesty's  Government. 

On  the  other  hand,  the  Treasury  offered  to  the  banks  a 
lease  of  their  right  of  issue  for  a  number  of  years  certain, 
subject  to  the  payment  of  a  moderate  royalty.    This  offer 
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was  based  on  the  principle  of  a  measure  dealing  with 
English  banks  of  issue  introduced  before  parliament  by  the 
government  of  Lord  Palmerston  in  1865,  but  never  passed 
into  law. 

As  an  alternative  offer,  the  Treasury  proposed  to  the 
banks  that  the  latter  should  join  the  government  in  con- 
sidering the  terms  upon  which  a  State  issue  of  notes,  con- 
ducted through  the  agency  of  all  the  banks,  and  maintaining 
the  specialty  of  the  one-pound  circulation,  might  be  intro- 
duced into  Scotland  in  lieu  of  the  present  note  circulation 
of  the  banks. 

In  their  reply  to  this  minute  the  three  banks  maintained 
the  accuracy  and  justice  of  their  view  of  the  unreasonable- 
ness of  being  required  to  adopt  the  affix  of  "  limited," 
which,  they  contended,  would  be  in  their  case  a  meaning- 
less and  inappropriate  title,  and  would  put  them  out  of 
harmony  with  the  designations  of  the  only  other  two  banks 
similarly  constituted  in  the  kingdom. 

The  question,  however,  of  the  note  issues  was  that  to 
which  the  banks  chiefly  addressed  themselves. 

It  seemed  as  if  the  government  had  made  a  complete 
change  of  front.  In  their  first  minute  their  chief  care  was 
to  protect  the  public,  by  imposing  on  the  banks,  as  the 
price  of  the  powers  they  sought,  unlimited  liability  for  the 
notes.  The  banks  offered  a  more  absolute  security  than 
this,  viz.,  government  securities  and  coin  specially  ear- 
marked. Then  the  Treasury  said  they  could  not  accept  this 
as  a  settlement  of  the  question,  as  they  were  determined  to 
adhere  to  the  policy  of  successive  governments  ever  since 
1844,  to  grant  no  new  privilege  which  would  hinder  or 
delay  the  gradual  absorption  of  private  issues. 

With  reference  to  this  the  banks  pointed  out  in  their 
reply  to  the  Treasury  that  the  policy  which  they  professed 
to  follow  had  been  very  frequently  departed  from.  Govern- 
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nielli  had  very  lately  granted  enlarged  powers,  capital  and 
otherwise,  to  the  Bank  of  Scotland  and  the  Koyal  Bank ; 
had  conceded  the  important  privileges,  already  referred  to, 
to  the  chartered  colonial  banks  in  1880;  and  had  by  the 
very  Act  of  1879  granted  to  every  unlimited  bank  the 
privilege  of  limiting  their  liability — none  of  which  powers 
or  privileges  were  ever  intended  to  hasten,  but,  on  the 
contrary,  were  calculated  to  delay,  the  absorption  of  private 
issues. 

The  banks  further  pointed  out  that  the  suggestions 
offered  by  the  Treasury  made  it  plain  that  what  they  de- 
sired was  the  absolute  surrender  by  the  banks  of  their 
rights  of  issue,  and  not  the  protection  of  the  public,  for 
the  Treasury  were  willing  to  grant  a  lease  of  the  rights  of 
issue  without  any  security  whatever. 

The  offer  of  a  lease  of  the  rights  of  issue  was  naturally 
rejected  by  the  banks,  who  pointed  out  that  those  rights 
were  already  theirs,  and  had  been  exercised  under  express 
grants  from  the  Crown  or  Parliament  for  from  135  years 
in  the  case  of  the  youngest,  to  186  in  the  case  of  the  oldest 
of  the  three. 

With  regard  to  the  Treasury  suggestion  of  a  State  issue, 
the  banks  replied  that  in  their  opinion,  that  would  not  be 
acceptable  to  the  people  of  Scotland,  inasmuch  as  the  sup- 
pression of  the  present  issues  would  be  more  detrimental 
to  the  public  than  to  the  banks,  and  would  involve  the 
closing  of  many  of  the  branch  banks  now  existing,  and 
lead  to  a  serious  diminution  of  banking  facilities. 

The  banks  wound  up  their  letter  by  indicating  that,  in 
view  of  the  attitude  taken  up  by  the  government,  they 
would  not  proceed  further  with  their  bills;  and  the  corre- 
spondence was  closed  by  a  letter  from  the  Treasury  re- 
grettiug  that  the  views  of  the  government  did  not  accord 
with  those  held  by  the  banks. 

II.  E  E 
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As  a  pendant  to  the  Act  of  1879  it  may  be  advisable  to 
mention  that  a  further  Act  was  passed  in  1880  (43  Vict., 
c.  19),  empowering  any  company  to  return  to  its  share- 
holders any  accumulated  profits  in  reduction  of  paid-up 
capital;  but  requiring  at  the  same  time  that  the  unpaid 
capital  should  be  increased  by  a  similar  amount.  It  also 
provided  that  any  shareholder  might,  instead  of  taking 
payment  in  cash,  require  the  company  to  hold  and  invest 
his  share  of  the  returned  capital  to  meet  any  future  calls. 
The  Act  also  gave  power  to  the  Registrar  of  Joint- Stock 
Companies  to  strike  the  names  of  defunct  companies  off 
the  register  in  certain  circumstances. 

It  is  enacted  that  this  Act  shall  be  construed  as  one  with 
the  Companies  Acts  of  1862,  1867,  1877,  and  1879,  and 
that  the  said  Acts,  and  this  Act,  may  be  referred  to  as  the 
Companies  Acts,  1862  to  1880. 

Reference  has  frequently  been  made  in  the  preceding 
pages  to  the  bill  introduced  byLordBeaconsfield's  govern- 
ment, dealing  with  the  charters  of  the  Colonial  banks,  and 
it  will  be  convenient  under  this  section  to  give  some  account 
of  the  bill.  , 

The  charters  of  the  colonial  banks  were  originally  granted 
for  longer  or  shorter  terminable  periods;  and,  at  the  ex- 
piration of  such  times,  it  was  always  necessary  to  have 
them  renewed  for  a  further  terminable  period.  This  system 
having  been  found  somewhat  cumbersome,  a  suggestion 
was  made  to  the  government  on  behalf  of  the  banks,  that 
a  bill  should  be  introduced  into  parliament  authorizing  the 
perpetuation  of  the  existing  charters.  This  suggestion  was 
favourably  received  by  the  government,  and  in  accordance 
therewith  they  introduced  a  measure  in  February,  1880, 
entitled,  "  A  Bill  to  make  further  provision  with  respect  to 
certain  Chartered  Banking  (Colonial)  Companies,  and  for 
other  purposes." 
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The  preamble  recited  that  the  powers  and  privileges  con- 
ferred by  the  charters  of  these  banks  are  subject  to  deter- 
111  ina lit «ii  at  the  times  mentioned  in  the  charters,  but  are 
capable  of  heing  renewed  at  Her  Majesty's  pleasure;  that 
the  said  charters  authorize  the  Treasury  to  control  in  cer- 
tain  respects  the  management  of  the  banks;  and  stated 
that  it  is  expedient  to  relieve  the  Treasury  of  its  functions 
in  these  respects,  and  leave  to  the  banks  the  uncontrolled 
management  of  their  own  concerns;  but  that  at  the  same 
time  it  would  be  inexpedient  that  such  removal  of  control 
by  the  Treasury  should  involve  the  determination  of  the 
powers  and  privileges  conferred  by  the  charters. 
And  the  bill  therefore  proposed  to  enact: 
That  the  charters  of  the  banks  named  in  the  schedule, 
in  force  at  the  date  of  the  passing  of  the  Act,  and  all 
powers  and  privileges  therein  contained,  should,  on  the  ex- 
piration of  the  time  at  which  such  charters  are  respectively 
limited  to  expire,  continue  in  the  same  manner,  in  all  re- 
spects, as  if  there  were  not  in  force  any  provision  deter- 
mining the  same. 

That  power  should  be  given  to  each  of  the  banks,  by 
special  resolution  passed  by  a  majority  of  not  less  than 
three-fourths  of  the  shareholders,  to  increase  its  capital 
by  the  issue  of  new  shares  of  such  amount  as  might 
be  considered  expedient,  or  consolidate  and  divide  its 
capital  into  shares  of  larger  amount  than  the  existing 
shares. 

That  nothing  in  the  Act  should  authorize  any  of  the 
banks  to  exercise  any  power  in  relation  to  note  issues,  or 
in  relation  to  the  establishment  of  branch  banks  in  any 
colony,  which  it  is  not  exercising  at  the  time  of  the  passing 
of  the  Act,  and  to  the  exercise  of  which  the  sanction  of  the 
Treasury  is  required,  save  with  the  assent  of  the  governor 
of  the  colony  where  it  is  proposed  to  exercise  such  power; 
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or,  in  the  case  of  India,  save  with  the  assent  of  the  Secre- 
tary of  State  in  Council. 

That  from  and  after  the  passing  of  the  Act  the  Treasury- 
should  cease  to  exercise  the  powers  and  control  vested  in 
them  by  the  existing  charters. 

Provided — That  nothing  contained  in  the  Act  should 
affect  the  power  of  Her  Majesty  to  revoke  any  charter,  in 
such  events  as  are  at  present  contemplated  in  such  charters. 

This  bill  was  referred  by  the  House  of  Commons  to  a 
Select  Committee  for  consideration.  The  Committee  sat, 
and  took  evidence,  and  duly  reported  to  the  House,  but 
before  anything  further  could  be  done  in  the  matter,  the 
government  resigned. 

Shortly  after  the  accession  of  Mr.  Gladstone's  govern- 
ment to  power,  however,  the  colonial  banks  brought  the 
matter  before  them,  and  evoked  a  reply  in  the  shape  of  a 
Treasury  minute,  dated  the  21st  July,  1880,  of  which  the 
following  is  a  copy: 

"  My  Lords  read  the  bill  brought  into  parliament  by  the 
late  Board  of  Treasury  making  further  provision  with 
respect  to  certain  Chartered  Banking  (Colonial)  Companies. 
They  read  also  the  report  of  the  Select  Committee  to  which 
that  bill  was  referred.  They  approve  generally  the  prin- 
ciples embodied  in  the  bill,  and  they  would  have  been 
willing,  if  time  and  other  circumstances  had  permitted,  to 
re-introduce  it  in  the  present  session,  modifying  it  only  to 
this  extent,  that  they  would  have  reserved  to  parliament 
the  right  from  time  to  time  of  reconsidering  the  privileges 
which  the  charters  confer.  But  the  late  period  at  which 
the  work  of  the  present  session  commenced,  and  other  cir- 
cumstances, have  made  it  impossible  for  them  to  bring  the 
question  before  parliament  with  fair  prospect  of  exhausting 
the  debates  which  they  have  reason  to  anticipate  on  the 
subject  of  the  bill,  and  of  passing  it.    The  chartered  banks 
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affected  by  the  bill  have  now  been  kept  for  some  time  in 
suspense  as  to  the  conditions  to  be  imposed  upon  them, 
and  my  Lords  would  be  reluctant  to  prolong  a  state  of  sus- 
pense, which  is  in  no  degree  due  to  the  action  of  the  banks 
themselves.  They  have  accordingly  considered  whether 
they  could  adopt  a  course  which  would  prepare  the  way  for 
the  advantages  sought  in  the  bill,  while  reserving  to 
parliament  due  power  of  review;  and  they  propose  to 
attain  these  objects  in  the  following  manner.  They  will 
cause  a  model  charter  to  be  prepared,  embodying  in  simple 
and  concise  terms  the  provisions  of  the  bill  of  the  late 
government,  with  any  general  clauses  of  the  existing  char- 
ters applicable  either  wholly  or  with  slight  modifications  to 
all  the  banks.  On  the  expiry  of  a  charter,  if  the  Bank  de- 
sires a  new  charter,  my  Lords  will  lay  upon  the  table  of 
both  Houses  a  draft  containing  the  provisions  of  the  model 
charter,  and  so  much  of  any  special  matter  in  the  previous 
charter  as  my  Lords  may  decide  to  be  not  inconsistent  with 
the  said  provisions,  and  after  the  draft  has  lain  for  a  cer- 
tain period  unchallenged,  they  will  advise  her  Majesty  in 
Council  to  grant  the  charter  to  the  bank  for  a  further 
limited  period.  Many  of  the  charters  do  not  expire  for  a 
considerable  period.  Should,  in  the  meantime,  the  directors 
of  any  chartered  bank  desire  to  obtain  a  supplementary 
charter,  or  to  resign  their  charter  and  obtain  a  new  one, 
my  Lords,  if  in  the  exercise  of  their  discretion,  they  enter- 
tain the  proposal  at  all,  will  deal  with  it  on  the  same  prin- 
ciples as  if  the  charter  had  expired  by  efflux  of  time.  So 
long  as  existing  charters  remain  in  force  my  Lords  will 
exercise  the  powers  assigned  by  such  charters  to  the 
Treasury  according  to  their  best  discretion.  My  Lords  will 
be  ready  to  communicate  the  model  which  they  propose  to 
adapt  to  the  different  banks  concerned,  as  soon  as  it  is  pre- 
pared, it  being  their  object  to  offer  no  obstacle  to  the  pro- 
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gress  of  the  banks  so  long  as  the  control  of  parliament  and 
the  simplicity  and  soundness  of  the  regulations  approved 
by  the  Treasury  are  secured.  My  Lords  have  only  to  add 
that  the  final  arrangements  should  be  such  as  will  reserve 
to  parliament  entire  liberty  in  dealing  with  this  as  with 
any  other  banking  question.  They  will  therefore  endeavour 
to  fix  the  limits  of  time  for  new  charters  on  such  a  prin- 
ciple as  will  eventually  ensure  concurrence  of  the  periods 
for  which  they  are  granted.  A  copy  of  this  minute  has  been 
sent  to  each  of  the  banks  in  the  schedule  of  the  Chartered 
Banks  Bill  laid  before  parliament  in  February  last." 
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SECTION  XXXVI. 

THE  BARING  CRISIS  AND  ITS  LESSONS. 

^PO  many  who  have  studied  the  history  of  banking 
*•  during  the  nineteenth  century,  it  is  a  constant  source 
of  surprise  to  note  how  small  was  the  profit  which  bankers, 
as  a  class,  seem  to  have  derived  from  the  lessons  taught 
by  the  constantly  occurring  financial  crises.  Almost  as  soon 
as  the  devastation  wrought  by  one  of  these  disasters  had 
been  repaired,  the  seeds  of  another  disaster  were  sown. 
Indeed,  financial  men  almost  grew  to  regard  them  as  the 
inevitable  concomitant  of  a  system  of  credit  such  as  ours, 
and  propounded  theories  of  regularly  occurring  cycles  of 
prosperity  and  depression.  It  was  the  swing  of  the  pendu- 
lum which  could  not  be  avoided  so  long  as  the  machinery 
was  at  work.  It  is  true  that  after  each  catastrophe  a 
Select  Committee  was  usually  appointed,  or  some  other 
form  of  official  inquiry  made.  Witnesses  were  examined 
and  a  report  made,  but  no  practical  result  seemed  to 
accrue.  Perhaps  it  was  because  men  had  set  up  a  fetish 
from  whose  influence  they  were  unable  to  free  themselves. 
They  persisted  in  regarding  the  note  circulation  as  the 
mainspring  of  the  whole  banking  system;  they  were  fully 
persuaded  that  if  the  note  circulation  were  on  a  satisfac- 
tory basis,  nothing  could  go  wrong.  They  inquired  into 
the  operation  of  the  Bank  Acts  with  a  view  to  legislating 
monetary  panics  out  of  existence. 

But  throughout  the  nineteenth  century  the  note  circula- 
tion of  the  country  had  been  gradually  losing  ground  as 
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the  controlling  factor  in  the  maintenance  of  our  financial 
well-being.  People  were  slow  to  recognize  that  credit  could 
be  created  and  circulated  in  many  ways  quite  independent 
of  the  issue  of  bank  notes,  and  that  to  regulate  these 
various  forms  of  credit  by  legislative  enactment  was  a 
hopeless  task.  Very  little  stress  was  laid  upon  the  import- 
ance of  prudence,  moderation,  self-restraint,  and  foresight 
among  individual  bankers,  and  the  necessity  for  combined 
action  and  unity  of  purpose  among  bankers  as  a  class,  in 
order  to  preserve  us  from  such  evils  as  were  experienced  in 
1847,  1857,  and  1866. 

It  is  this  which  seems  to  distinguish  the  Baring  crisis 
from  its  predecessors.  This  is  all  the  more  strange  because 
the  crisis  never  reached  the  acute  stage;  that  is  to  say, 
although  it  threatened  a  danger  as  great,  or  even  greater, 
than  any  of  its  predecessors,  yet  the  general  public  knew 
nothing  of  it  until  the  danger  had  been  met  and  the  crisis 
past.  There  was  no  failure  of  confidence  nor  any  panic. 
But  the  very  success  of  the  steps  taken  to  meet  the  crisis 
marked  the  difference  between  the  ideas  prevailing  in 
1890  and  those  of  the  previous  generation  of  bankers. 
It  was  realized  that  confidence  must  be  maintained  at  all 
costs,  and  that  every  bank  must  subordinate  its  own 
individual  interests  to  the  necessity  of  joint  action  for  the 
common  good.  That  such  action  was  able  to  succeed  was 
in  one  sense  fortunate,  but  it  was  also  due  to  the  lessons 
which  had  been  slowly  learnt  from  the  earlier  disasters. 
The  earlier  panics  had  been  the  result  of  bad  banking,  of 
improvidence  and  shortsightedness  in  financial,  as  well  as 
banking  circles,  due,  in  a  large  measure,  to  inexperience. 
The  measures  which  proved  successful  in  1890  would  pro- 
bably have  been  useless  in  1857  or  1866.  But  in  1890 
there  was  no  general  rottenness  revealed  such  as  existed 
in  these  two  years. 
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It  is  not  claiming  too  much  if  we  assume  that  the 
business  classes  generally  had  profited  from  the  lessons 
of  the  middle  of  the  century,  and  had  found  out  that  no 
amount  of  legislative  control  will  compensate  for  the 
altsciHv  of  ordinary  business  prudence.  At  all  events, 
there  was  no  inquiry  into  the  action  of  the  Act  of  1844, 
but  ever  since  then  there  has  been  a  growing  tendency  to 
lay  stress  upon  the  necessity  for  insuring  sound  banking 
methods,  whether  by  the  creation  of  larger  reserve  funds 
and  cash  reserves,  or  by  greater  publicity,  or  by  more 
foresight  in  taking  early  and  united  action  to  meet  im- 
pending danger. 

It  is  often  insisted  that  the  Baring  crisis  was  not  a 
banking  crisis  because  the  stability  of  no  bank  was  called 
in  question,  but  this  was  only  because  the  crisis  was  not 
allowed  to  develop.  Although  Baring  Brothers  were  not 
bankers  in  the  ordinary  acceptation  of  the  term  in  this 
country,  but  merchants  and  financiers,  yet  there  is  not  the 
slightest  doubt  that  if  they  had  been  allowed  to  default, 
a  banking  crisis  of  the  very  severest  kind  would  quickly 
have  followed.  Barings  had  financed  the  Government  of 
the  Argentine  Republic  to  a  very  heavy  extent,  and  when, 
during  the  summer  of  1890,  the  credit  of  the  South 
American  Republics  suffered  a  severe  check,  they  were 
not  the  only  people  who  were  hard  hit.  The  value  of 
Argentine  securities  dropped  rapidly,  and  Barings  were 
unfortunately  committed  to  make  further  advances 
amounting  to  nearly  ,£6,000,000.  The  credit  of  the  Ar- 
gentine Republic  had  become  so  bad  that  it  was  hopeless 
to  invite  the  public  to  subscribe  for  a  loan,  and  on  8th 
November1  Barings  approached  the  Bank  of  England  for 
assistance.    In  the  meanwhile  all  kinds  of  rumours  were 

1  R.  B.  Turner,  "  Chronicles  of  the  Bank  of  England,"  p.  266. 
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afloat  in  the  City,  and  a  very  restless  feeling  prevailed. 
Bank  rate  had  been  at  5  per  cent,  since  25th  Septem- 
ber, and  the  state  of  the  Bank  of  England  reserve,  and 
reports  that  considerable  sums  of  gold  were  wanted  for 
export,  gave  rise  to  the  expectation  of  a  further  rise.  On 
6th  November,  however,  no  change  was  announced,  and 
the  bank  return,  which  is  given  below,  was  not  such  as  to 
cause  special  alarm. 


Bank  of  England  Return,  6th  November,  1890. 


Notes  issued  . 


Issue  Department. 

£ 


35,026,270 


£35,026,270 


Government  debt    .  11,015,100 
Other  securities      .  5,434,900 
Gold  coin  and  bul- 
lion     18,576,270 


£35,026,270 


Banking  Department. 


Proprietors'  Capital    14,553,000 


Rest 

Public  Deposits 
Other        ,, 
Seven-day  and  other 
bills 


3,158,258 

2,690,386 

29,171,968 

258,899 
£49,832,511 


Government    secur- 
ities    15,498,500 

Other  securities      .  23,127,503 

Notes 10,238,265 

Gold  and  silver  coin  968,243 


£49,832,511 


On  the  following  day,  however,  7th  November,  the  bank 
rate  was  raised  to  6  per  cent.  Occurring  as  it  did  on  the 
day  following  the  ordinary  Bank  Court,  when  no  change 
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had  been  thought  necessary,  this  step  was  pretty  clear 
evidence  to  the  Money  Market  that  the  situation  had 
suddenly  changed  for  the  worse,  and  the  uneasiness  was 
greatly  intensified.  It  is  plain  therefore  that  the  Bank 
directors  had  a  very  unpleasant  situation  to  face  when 
Barings  disclosed  the  state  of  their  affairs  to  the  court. 
The  total  liabilities  of  the  firm  were  estimated  at  twenty 
millions,  and  the  effect  of  any  public  announcement  of 
their  position  upon  a  market  already  in  a  panicky  condition, 
was  not  one  which  any  one  would,  care  to  consider.  For  a 
week  the  bank  directors  kept  their  secret,  but  immediate 
steps  were  taken  in  anticipation  of  what  might  follow.  As 
the  result  of  negotiations  with  the  Bank  of  France, 
J23,000,000  in  gold  was  borrowed  from  them  for  three 
months  at  3  per  cent,  interest,  and  ^£1, 500,000  in  gold  was 
purchased  from  the  Russian  G-overnment.  The  Prime 
Minister  and  the  Chancellor  of  the  Exchequer  were  con- 
sulted, and  a  careful  inspection  of  the  books  of  the  de- 
faulting firm  was  made.  Then  on  the  14th  November  a 
meeting  of  the  leading  bankers  and  merchants  of  the  City 
was  summoned  by  Mr.  Win.  Lidderdale,  the  Governor 
of  the  Bank  of  England,  and  the  situation  was  laid  before 
them.  It  was  announced  that,  provided  time  were  given, 
the  assets  of  Baring  Brothers  were  expected  to  prove  suffi- 
cient to  pay  20s.  in  the  «£,  and  it  was  eventually  agreed 
that  the  Bank  should  provide  the  funds  for  liquidating  the 
firm's  affairs,  and  that  a  guarantee  fund  should  be  opened  to 
cover  any  eventual  loss  which  might  occur,  and  to  inspire 
the  necessary  confidence  in  the  public.  The  following  was 
the  form  of  guarantee: 
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Guarantee  Fund. 

"  Bank  of  England,  November,  1890. 

"In  consideration  of  advances  which  the  Bank  of  England 
have  agreed  to  make  to  Messrs.  Baring  Brothers  and  Co., 
to  enable  them  to  discharge  at  maturity  their  liabilities 
existing  on  the  night  of  15th  of  November,  1890,  or  arising 
out  of  business  initiated  on  or  prior  to  the  15th  of  Novem- 
ber, 1890— 

"  We,  the  undersigned,  hereby  agree,  each  individual 
firm  or  company,  for  himself  or  themselves  alone,  and  to 
the  amount  only  set  opposite  to  his  or  their  names  re- 
spectively, to  make  good  to  the  Bank  of  England  any  loss 
which  may  appear  whenever  the  Bank  of  England  shall 
determine  that  the  final  liquidation  of  the  liabilities  of 
Messrs.  Baring  Brothers  and  Co.  has  been  completed,  so  far 
as  in  the  opinion  of  the  Governors  is  practicable.  All  the 
guarantors  shall  contribute  rateably,  and  no  one  indi- 
vidual, firm,  or  company  shall  be  called  on  for  his  or  their 
contribution  without  the  like  call  being  made  on  the 
others.  The  maximum  period  over  which  the  liquidation 
may  extend  is  three  years,  commencing  the  15th  of  No- 
vember, 1890." 

The  guarantee  was  extensively  signed,  and  in  a  few  days 
the  fund  reached  nine  millions,  and,  eventually,  nearly 
seventeen  millions.  The  effect  of  the  announcement  of 
these  arrangements  was  immediate  and  thoroughly  suc- 
cessful. Public  confidence  was  apparently  immediately 
restored,  and  congratulations  poured  in  upon  Mr.  Lidder- 
dale  and  his  co-directors  for  the  promptitude  and  ability 
which  they  had  displayed  in  such  a  dangerous  emergency. 
The  bank  return  of  20th  November,  which  is  in  striking 
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contrast  to  that  of  (3th  November,  given  above,  helped  to 
further  strengthen  the  reaction  against  the  previous  de- 
spondency : 

Bank  of  England  Return,  November  20th,  1890. 

Issue  Department. 

£ 


Notes  issued 


.     37,835,205 


£37,835,205 


Government  debt    .  11,015,100 
Other  securities .     .  5,434,900 
Gold  coin  and  bul- 
lion      21,385,205 


£37,835,205 


Banking  Department. 


£ 

Proprietors'  capital  14,553,000 

Rest 3,287,446 

Public  deposits  .     .  4,093,078 

Other  deposits   .     .  36,364,838 
Seven-day  and  other 

bills 167,189 


£58,465,551 


Government    secur- 
ities    11,777,634 

Other  securities      .  32,136,295 

Notes 13,378,980 

Gold  and  silver  coin  1,172,642 


£58,465,551 


What  is  chiefly  noticeable  about  this  return  is  that  since 
6th  November,  the  reserve  had  risen  from  ,£11,206, 508  to 
£14,551,622,  that  the  other  securities  had  advanced  from 
£23,127,503  to  £32,136,295,  and  the  other  deposits  from 
£29,171,968  to  £36,364,838.  The  first  mentioned  change 
was,  of  course,  the  result  of  the  steps  which  the  Bank  of 
England  had  taken  to  obtain  gold  from  abroad.  The 
increase  in  "  other  securities "  pointed  to  heavy  market 
borrowings  from  the  Bank  of  England,  most  of  which  in 
all  probability  was  used  in  paying  off  short  loans  made  by 
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the  other  banks,  and  therefore  swelled  the  total  of  the 
bankers'  balance  at  the  Bank  of  England,  included  in 
"  other  deposits." 

The  Rt.  Hon.  G-.  J.  G-oschen  (afterwards  Viscount 
Goschen)  was  at  this  time  Chancellor  of  the  Exchequer. 
His  knowledge  of  the  City  was  thorough  and  practical,  and 
he  took  an  early  opportunity  of  pointing  out  the  weaknesses 
in  our  banking  system  which  had  been  exposed  by  the 
crisis.  In  a  speech  delivered  before  the  Leeds  Chamber  of 
Commerce  on  28th  January,  1891,  he  vigorously  and  piti- 
lessly attacked  these  weaknesses. 

"  You  ran  the  risk,"  he  said,  "  of  the  deposition  of 
London  as  the  banking  centre  of  the  universe.  You  ran  the 
risk  of  a  fatal  blow  to  English  credit,  and  of  the  transfer 
of  much  of  our  business  to  other  European  centres,  if  such 
a  far-reaching  catastrophe  had  occurred  as  you  were  on  the 
eve  of  witnessing.  I  cannot  exaggerate  the  danger,  the 
immediate  danger,  to  which  this  country  was  exposed  at 
that  time ;  and  we  are  under  a  deep  debt  of  gratitude  to 
the  Bank  of  England  for  the  action  it  took,  action  which 
enabled  us  to  tide  over  the  crisis."  x 

Lord  Goschen  then  proceeded  to  state  in  the  plainest 
terms  that  the  joint-stock  and  private  banks  had  been  work- 
ing with  insufficient  cash  reserves. 

"  I  must  give  utterance  to  a  strong  conviction  that  the 
present  scale  of  the  cash  reserves  of  private  banks  and  of 
other  financial  institutions  is  inadequate  to  the  necessities 
of  the  country,  too  small  as  compared  with  the  gigantic 
liabilities  which  are  incurred.  ...  I  wish  to  insist  on  the 
point  that,  in  times  of  crises,  reserves  are  essential,  and 
that  it  is  of  supreme  importance  that  all  the  great  banks 
of  the  country,  at  the  moment  when  a  crisis  comes,  should 

'  Goschen,  "  Essays  and  Addresses,"  p.  106. 
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be  able  to  afford  relief  to  their  customers  rather  than  that 
they  should  feel  at  that  very  moment  bound  to  curtail  the 
facilities  which  they  ordinarily  give.  It  is  all  very  well  for 
banks  to  give  facilities  to  their  customers  in  good  times, 
but  a  customer  looks  to  his  banker  for  facilities  when  the 
pinch  comes,  and  if,  when  the  pinch  comes,  the  bank  itself 
is  obliged  to  draw  in  its  resources,  to  call  in  money  from 
those  to  whom  usually  they  are  glad  to  lend  it,  it  disturbs 
all  mercantile  arrangements.  Such  a  bank  is  really  not 
assisting  the  country,  it  is  thwarting  the  interests  of  the 
banking  and  trading  communities.  Listen  to  the  figures. 
The  ■  Economist '  estimates  the  total  deposits  on  current 
account  held  by  all  the  banks  in  the  United  Kingdom, 
excluding  the  Bank  of  England,  in  July,  1880,  at  from 
£470,000,000  to  £480,000,000;  and  in  July,  1890,  at  from 
£600,000,000  to  £620,000,000,  an  increase  in  those  ten  years 
of  £130,000,000.  I  cannot  tell  you  to  what  extent  the  banks 
in  the  aggregate  increased  their  reserve  in  cash  in  propor- 
tion to  the  enormous  increase  in  their  liabilities ;  but  I  can 
give  you  some  indication  by  the  published  accounts  of 
some  of  the  largest  banks.  According  to  the  ■  Economist,' 
the  liabilities  of  eleven  large  banks  were,  in  1879, 
£126,000,000,  while  their  cash  in  hand,  or  at  the  Bank  of 
England,  amounted  to  £16,200,000.  In  1889  the  liabilities 
had  risen  to  nearly  £170,000,000,  an  increase  during 
those  eleven  years  of  £44,000,000;  but  the  cash  balances 
had  risen  in  the  same  time  only  to  £17,500,000,  an  increase 
of  £1,300,000.  Observe  the  operation— £44,000,000  in- 
crease in  liabilities  to  depositors,  increase  in  cash  reserve 
to  meet  them,  £1,300,000.  I  hope  I  shall  not  give  offence, 
but  I  say  I  do  not  consider  that  a  perfectly  satisfactory 
position.  On  further  examination,  I  find  the  proportion  of 
cash  to  liabilities  had  fallen  during  the  ten  years  from 
12*9  to  10-3,  a  decrease  of  2*6  on  12*9,  which  is  about  one- 
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fifth  of  the  whole  reserve.  In  the  case  of  one  bank  the  per- 
centage of  cash  to  liabilities  had  sunk  from  nearly  22  per 
cent,  to  12  per  cent.,  and  in  another  case,  where  the  per- 
centages had  fallen  from  10  per  cent,  to  a  little  over  6  per 
cent.,  the  cash  balance  against  the  total  liabilities  of 
£9,000,000  was  less  than  =£600,000.  A  good  deal  of  public 
attention  has  been  called  to  these  facts.  Eemember,  the 
term  '  reserves '  means  cash  in  the  till  or  cash  in  the  Bank 
of  England.  Some  banks  include  '  cash  on  call,'  but  cash 
on  call  is  no  reserve  in  the  general  sense  so  far  as  the 
community  is  concerned,  because  when  you  call  in  your 
money  on  call,  you  may  be  embarrassing  another  person, 
while  relieving  yourself.  Let  the  public  understand  this — 
there  is  only  a  limited  amount  of  money  unemployed.  If 
everybody  employs  money  up  to  the  hilt,  there  will  be  no 
unemployed  money  to  come  to  the  reserve  in  time  of  crisis. 
Money  on  call  is  a  valuable  asset,  but  it  is  not  an  asset 
which  constitutes  a  reserve  useful  to  the  general  interests 
of  the  community  at  large."  l 

The  remedy  which  Lord  Goschen  proposed  was  a  two- 
fold one.  On  the  one  hand  he  proposed  that  each  in- 
dividual banker  should  increase  the  amount  of  his  un- 
employed assets,  that  is,  his  cash  on  hand  or  cash  at  the 
Bank  of  England  or  with  the  London  Agent.  If  this  object 
were  secured  the  banks  would,  in  times  of  emergency,  be 
better  able  to  assist  the  mercantile  and  financial  classes, 
and  would  not  be  compelled  in  self-defence  to  call  in  money 
and  so  increase  the  stringency  and  heighten  the  public 
mistrust.  His  other  remedy  was  to  increase  the  central 
stock  of  gold  at  the  Bank  of  England,  and  so  enable  that 
institution  to  face  boldly  a  foreign  drain  of  gold  without 
weakening  its  power  of  assisting  the  public.   The  means  he 

1  (ioschen,  "  Eseays  .and  Addresses,"  pp.  111-113. 
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proposed  to  adopt  in  order  to  secure  these  ends  were  these. 
He  proposed  that  instead  of  publishing  a  statement  of  ac- 
counts half-yearly  or  yearly,  as  the  case  might  be,  the  banks 
should  voluntarily  agree  to  publish  statements  at  more 
frequent  intervals.  Although  he  did  not  explicitly  say  so, 
Lord  Goschen  evidently  thought  that  the  increased  pub- 
licity would  compel  the  banks  in  self-defence  to  keep  a 
larger  permanent  proportion  of  cash  on  hand  and  at  the 
Bank  of  England,  to  liabilities.  It  must  be  noted  that 
since  the  date  of  Lord  Goschen' s  speech,  some  of  the 
London  clearing  banks  have  issued  monthly  statements, 
and  also  that  the  proportion  of  cash  on  hand  to  liabilities 
kept  by  most  of  our  leading  banks  has  sensibly  increased, 
being  now  about  15  per  cent,  instead  of  10  per  cent.  But  it  is 
very  doubtful  whether  there  is  any  connection  between  these 
two  results.  Only  twelve  of  the  eighteen  clearing  banks  pub- 
lish monthly  returns,  and  none  of  the  country  banks  have 
thought  fit  to  do  so.  The  increase  in  the  cash  balances  of 
the  banks  is  probably  a  direct  result  of  the  emphatic  warn- 
ings uttered  by  Lord  Goschen  and  not  of  the  increased 
publicity.  The  most  noteworthy  result  which  can  be  attri- 
buted to  the  monthly  statements  is  the  accusation  of 
"  window-dressing "  which  the  public  press  has  levelled 
against  the  banks.  By  "  window-dressing"  is  meant  this: 
it  is  said  that  the  amount  of  cash  on  hand  and  at  the  Bank 
of  England  as  published  in  the  monthly  return  does  not 
represent  the  average  amount  usually  held  by  the  banks, 
but  that  shortly  before  the  date  of  the  monthly  returns  the 
banks  call  in  some  of  their  loans  at  call  and  short  notice 
in  order  that  the  published  returns  shall  show  a  better 
position  than  that  in  reality  occupied  by  the  banks  at  other 
seasons.  They  say,  in  fact,  that  the  monthly  return  is 
merely  meant  for  advertisement  purposes,  and  is  useless  as 
a  guide  to  the  real  strength  or  weakness  of  the  bank  in 

II.  F  F 
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question.  Probably  there  are  few  people  who  are  in  a 
position  to  state  to  what  extent  this  practice  is  indulged  in. 
That  it  is  adopted  by  some  banks  seems  unfortunately  to 
be  well-established;  that  it  is  the  general  practice  of  the 
leading  banks  is,  however,  extremely  doubtful;  that  some 
of  the  best  managed  banks  do  not  descend  to  such  devices 
is  certain.  There  is  one  way  by  which  we  might  obtain 
definite  information  as  to  the  extent  of  the  practice,  but 
unfortunately  that  way  is  not  at  present  open.  Previous  to 
1878  the  Bank  of  England  published  the  total  of  the 
London  bankers'  balances  at  the  Bank  of  England,  but 
since  that  date  this  amount  has  been  included  in  the 
"  Other  Deposits."  If  this  total  were  still  published  it 
would  not  be  very  difficult  to  detect  any  general  attempts 
at  "  window-dressing,"  but  the  Bank  of  England  Directors 
refuse  to  revert  to  their  former  practice  in  this  respect. 

The  second  of  Lord  G-oschen's  proposals,  by  which  he 
hoped  that  the  central  stock  of  gold  at  the  Bank  of  Eng- 
land would  be  increased,  was  a  plan  for  the  issue  of  £1 
notes.  This  plan  was  first  suggested  at  the  dinner  of  the 
Leeds  Chamber  of  Commerce,  but  it  was  subsequently 
modified  in  Lord  G-oschen's  later  address  to  the  London 
Chamber  of  Commerce  on  2nd  December,  1891.  His  ob- 
ject was  to  liberate  some  of  the  gold  which  was  held  in  the 
pockets  and  tills  of  the  people,  the  place  of  which  would 
be  taken  by  £1  notes.  He  frankly  avowed  that  although 
£1  notes  were  very  popular  in  Scotland  and  Ireland,  yet 
in  England  they  might  not  find  favour,  in  which  case  the 
scheme  would  prove  impossible,  but  he  believed  that  people 
would  soon  grow  accustomed  to  their  use.  He  emphasized 
the  fact  that  his  object  was  not  to  increase  the  currency, 
but  to  transfer  gold  from  the  people's  pockets  to  the  Bank 
of  England  Reserve,  where  he  thought  it  would  be  more 
useful  in  emergency.    There  was  to  be  no  compulsory  cir- 
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<ul;ition  of  the  notes,  and  the  whole  scheme  would  be  de- 
pendent upon  the  favour  it  would  find  in  the  eyes  of  the 
business  classes  and  of  bankers. 

The  details  of  the  proposal  were  as  follows:  When  the 
bullion  in  the  Bank  of  England  exceeded  ^22,000,000,  £1 
notes  would  be  issued  in  the  proportion  of  four  against 
gold  and  one  against  securities,  and  Lord  Goschen  seemed 
to  think  it  would  be  possible  to  issue  =£25,000,000  of  these 
<£1  notes,  which  would  therefore  increase  the  Bank  of 
England  stock  of  gold  by  =£20,000,000.  But,  besides  this, 
the  Bank  of  England  were  to  be  empowered  in  cases  of 
panic  and  under  certain  restrictions  which  were  not  enumer- 
ated, to  increase  the  fiduciary  issue  of  notes,  without  any 
deposit  of  gold.  This  was  to  be  in  substitution  of  the 
somewhat  clumsy  expedient  of  obtaining  a  letter  of  in- 
demnity from  the  government  authorizing  an  increase  of 
the  fiduciary  issue  beyond  the  legal  limit. 

It  cannot  be  said  that  the  scheme  found  much  favour  in 
the  eyes  either  of  bankers  or  business  men.  A  meeting  of 
bankers  and  influential  merchants  was  summoned  by  the 
London  Chamber  of  Commerce  on  21st  January,  1892, 
but  the  only  result  of  their  deliberations  was  the  passing  of 
a  resolution:  "  that  no  change  should  be  decided  upon  ex- 
cept after  the  fullest  inquiry."  The  Institute  of  Bankers 
went  to  the  pains  of  obtaining  the  individual  opinion  of 
each  of  its  Fellows,  but  the  result  was  not  such  as  to  en- 
courage any  further  prosecution  of  the  scheme.  The  ob- 
jections were  of  many  kinds.  Some  were  based  upon  the 
inconveniences  of  paper  money  as  a  form  of  currency. 
Other  objections  were  that  it  was  a  dangerous  and  a  retro- 
grade policy  to  take  gold  from  circulation  and  replace  it 
by  paper.  Perhaps  the  strongest  argument  was  the  diffi- 
culty of  keeping  the  gold  when  once  it  was  withdrawn 
from  circulation.   As  the  President   of   the  Institute  of 
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Bankers,  Mr.  Thomas  Salt,  said  in  his  inaugural  address, 
"It  is  not  impossible  that  the  reserve  will  disappear  and 
the  notes  remain."  There  was  no  marked  opposition  to 
the  plan,  but  there  was  a  complete  lack  of  enthusiasm,  and 
Lord  Groschen  did  not  therefore  feel  justified  in  pressing  it. 
In  spite  of  the  improvement  both  in  the  cash  balances 
kept  by  the  joint-stock  and  private  banks,  and  also  in  the 
amount  of  the  Bank  of  England  Eeserve  since  the  date  of 
the  Baring  crisis,  there  is  a  widespread  feeling  that  an 
increase  in  our  visible  gold  reserves  is  still  needed,  and  this 
feeling  has  lately  developed  into  an  insistent  demand  for 
action.  Not  that  we  have  been  threatened  with  another 
crisis  or  that  the  stability  of  our  banking  system  has  been 
endangered.  The  complaint  is  that  the  smallness  of  our 
gold  reserves  causes  too  great  an  instability  in  the  rates  of 
interest.  Raising  the  general  level  of  interest  rates  in  the 
London  Money  Market  is  almost  the  only  method  of  at- 
tracting gold  and  preventing  its  export,  and  the  constant 
changes  in  the  general  level  of  interest  rates  caused  by 
changes  in  the  Bank  of  England  official  discount  rate  are 
detrimental  to  the  best  interests  of  the  country.  To  quote 
Mr.  R.  H.  Inglis  Palgrave's  words:  "Great  instability  in 
the  rate  of  discount  is  a  very  pre judicial  thing  to  the  in- 
terests of  commerce,  and  hence  to  those  of  banking.  The 
close  competition  between  one  country  and  another  renders 
it  a  far  greater  danger  to  our  business  now  than  previously. 
A  supply  of  capital  at  a  fairly  low  rate,  and  at  a  rate 
which  may  be  expected  to  remain  tolerably  constant,  is  as 
important  to  trade  as  a  steady  supply  of  food  and  other 
necessaries  of  life  to  everyone,  and  of  the  materials  on 
which  he  operates  to  the  manufacturer.  Instability  in  the 
rate  for  money  tends  to  render  the  results  of  trade  more 
uncertain  than  they  otherwise  would  be,  and  is  sufficient 
even  to  prevent  business  enterprises  from  being  entertained 
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which  otherwise  might  be  carried  out  to  the  advantage  of 
the  country."  1 

Many  suggestions  for  remedying  the  evil  have  been 
brought  forward,  but  none  have  found  sufficient  favour  in 
the  eyes  of  the  majority  of  bankers  to  stand  much  chance 
of  success. 

Among  them  may  be  mentioned  the  adoption  of  the 
German  system  of  an  "  elastic  limit "  to  the  fiduciary  issue 
of  notes  by  the  Bank  of  England.  The  German  Bank  Act 
of  1875,  which  is  founded  to  a  large  extent  upon  our  Bank 
Act  of  1844,  allows  to  the  issuing  banks  of  the  German 
Empire  a  note  issue  equal  to  the  total  cash  in  hand  added 
to  a  fixed  fiduciary  issue,  differing  in  amount  in  the  case  of 
each  bank.  This  is  the  same  as  in  the  case  of  the  Bank  of 
England,  except  that  while  the  latter's  "  cash  "  must  be  at 
least  four-fifths  gold  and  the  remainder  silver,  the  German 
"  cash  in  hand  "  may  be  either  gold  coin  or  bullion,  current 
German  coins,  Imperial  paper  money,  or  notes  of  other 
German  banks.  There  is  a  further  regulation  that  the  total 
note  issue  must  be  covered  by  cash  to  the  extent  of  one- 
third,  and  bills  of  exchange  with  not  more  than  three 
months  to  run  for  the  other  two- thirds. 

Then  follows  the  "Elastic  Limit"  clause  as  follows: 

"  Section  9. — Banks  whose  circulation  exceeds  their  cash 
plus  their  share  in  the  fixed  fiduciary  issue,  have  to  pay  to 
the  Imperial  Exchequer  on  the  excess  issue  a  tax  of  5  per 
cent,  per  annum.  '  Cash '  consists  of  German  coins,  Im- 
perial paper  money,  notes  of  German  banks,  besides  gold  and 
foreign  gold  coins  calculated  at  1,392  marks  per  lb.  fine."  2 

Both  the  Reichsbank  and  some  of  the  less  important 

1  K.  H.  Inglis  Palgrave,  "Bank  Rate  and  the  Money  Market," 
preface. 

2  Paper  by  Hermann  Schmidt  in  the  Journal  of  the  Institute  of 
Bankers,  April,  1905,  p.  202. 
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banks  of  issue  in  Germany  have  widely  and  constantly 
availed  themselves  of  the  permission  granted  by  this 
clause,  and  the  operation  of  the  clause  has  afforded  de- 
cided satisfaction  to  the  financial  and  commercial  classes 
in  Germany.  But  it  must  be  remembered  that  the  con- 
ditions ruling  in  Berlin  are  vastly  different  from  those  in 
London.  In  Berlin  the  Reichsbank  can  pay  their  notes 
in  silver  if  they  should  find  it  necessary,  while  in  England 
gold  is  the  only  legal  tender  by  the  Bank  of  England 
above  40s.  Then  again,  there  is  no  reallv  free  market  for 
gold  in  Berlin.  If  it  is  inconvenient  that  gold  should  be 
exported  from  Germany,  steps  would  be  taken  which  would 
be  repugnant  to  English  banking  tradition.  Our  central 
stock  of  gold  is  open  to  attack  from  all  the  world,  and  any 
measure  by  which  the  proportion  of  paper  money  to  gold 
could  in  times  of  emergency  be  materially  increased,  must, 
it  is  felt,  be  stringently  safeguarded.  Opinion  is  general 
among  English  bankers  that  if  an  elastic  limit  is  intro- 
duced into  this  country,  either  the  power  of  rendering  it 
operative  must  be  left  in  the  hands  of  the  Government,  in 
which  case  the  difference  between  the  elastic  clause  and 
the  suspension  of  the  Bank  Charter  Act  would  only  be 
one  of  legal  form,  except  for  the  tax  on  the  excess  issue,  or 
else  there  must  be  a  proviso  compelling  the  maintenance 
of  the  bank  rate  at  a  high  figure  during  the  operation  of 
the  clause. 

It  may  be  noted  that  as  early  as  1873,  two  years  before 
the  German  Bank  Act  was  passed,  Mr.  Robert  Lowe  in- 
troduced a  bill  permitting  the  Bank  of  England  to  increase 
its  fiduciary  under  certain  conditions  upon  payment  of  a 
tax  upon  the  excess  issue  of  not  less  than  12  per  cent,  per 
annum,  less  an  allowance  of  not  more  than  2  per  cent,  for 
expenses.  The  conditions  imposed,  however,  among  which 
were  included  the  cousent  of  t lie  First  Lord  of  the  Treasury 
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and  the  Chancellor  of  the  Exchequer,  the  maintenance  of 
the  Bank  of  England  rate  for  discounts  and  temporary 
advances  at  not  less  than  12  per  cent.,  and  the  existence 
of  a  favourable  state  of  the  foreign  exchanges,  were  so 
stringent  as  to  deprive  the  bill  of  all  usefulness,  and  it 
was  not  persevered  with. 

Another  plan  was  outlined  by  Mr.  J.  Herbert  Tritton  in 
his  presidential  address  to  the  Institute  of  Bankers  on 
4th  November,  1903.  He  contended  that  the  only  way  of 
obtaining  the  increased  stock  of  gold,  which  he  estimated 
should  amount  to  .£15,000,000  more  than  at  present,  was 
either  by  an  increase  of  the  note  issue  or  by  an  increase  of 
capital.  The  former  he  dismissed  as  inadvisable,  and  re- 
commended the  issue  of  further  capital  by  all  of  the 
existing  banks  and  the  acquisition  of  a  stock  of  gold  with 
the  proceeds.  "  If  each  bank  of  the  kingdom,"  he  said, 
"  increased  its  paid-up  capital  20  per  cent,  by  an  issue  of 
a  3  per  cent.  Preference  Gold  Stock,  the  fund  could  be 
attained.  The  proceeds  should  be  devoted  in  each  indi- 
vidual case  to  acquisition  of  a  corresponding  amount  of 
gold,  in  addition  to  present  holdings,  and  this  gold  should 
be  deposited  at  the  Bank  of  England,  but  not  merged  in 
the  bank  figures,  so  as  to  stand  week  by  week  intact,  and 
shown  under  a  separate  heading  in  one  aggregate,  though, 
of  course,  the  absolute  property  of  each  bank  in  detail. 
Carefully  thought  out  arrangements,  whereby,  under  a 
joint  committee  of  the  bankers  and  the  Bank  of  England, 
whenever  occasion  arises,  a  percentage  of  each  holding 
should  be  transferable  to  the  credit  of  each  bank  in  the 
books  of  the  Bank  of  England  should  be  made,  the  gold 
thus  forming  an  addition  to  this  reserve  until  again  with- 
drawn and  added  to  the  Bankers'  Gold  Fund."  * 

1  J.  H.  Tritton,  "  Inaugural  Address  of  the  President  of  the 
Institute  of  Bankers,"  1903,  p.  21. 
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This  scheme  was  not  warmly  received.  For  one  thing  it 
was  too  expensive,  and  demanded  a  self-sacrifice  on  the 
part  of  each  individual  bank  which  was  hardly  likely  to 
be  made  without  legislative  intervention.  Secondly,  it  was 
too  complex.  The  management  of  this  second  reserve  by 
a  committee  of  bankers  was  viewed  with  distrust,  as  likely 
to  lead  to  complications  when  put  into  practice.  There  was 
also  the  danger  that  some  banks,  relying  on  the  security 
offered  by  this  second  reserve,  would  reduce  the  total  of 
their  cash  in  hand  and  at  the  Bank  of  England,  and  that 
consequently  the  Bankers'  G-old  Fund  would  in  reality  be 
built  up  from  existing  reserves. 

Quite  recently,  in  the  summer  of  1906,  the  question  of 
increased  gold  reserves  has  been  taken  up  by  Mr.  Asquith, 
the  Chancellor  of  the  Exchequer.  Speaking  at  the  Mansion 
House  on  20th  June,  he  suggested  that  bankers  should 
publish  weekly  returns  instead  of  monthly,  more  especially 
of  cash  in  hand  and  at  the  Bank  of  England.  The  pro- 
posal, however,  does  not  seem  likely  to  find  any  favour 
among  bankers.  For  one  thing,  since  only  twelve  banks 
have  adopted  Lord  Groschen's  suggestion  to  publish  monthly 
returns,  it  does  not  seem  likely  that  without  legislative 
interference,  which  Mr.  Asquith  deprecated,  the  further 
step  will  be  taken.  The  object  aimed  at  was  to  prevent 
"window-dressing";  but  it  certainly  seems  as  if  this 
might  be  prevented  by  other  and  less  objectionable  means, 
as,  for  instance,  the  publication  each  month  of  the  daily 
average  of  cash  in  hand  and  at  the  Bank  of  England. 
This  would  avoid  the  necessity  of  publishing  accounts  on 
inconvenient  occasions.  It  can  readily  be  understood  that 
there  are  times  when  a  banker  has  to  reduce  his  cash 
balance  below  the  usual  amount,  either  to  assist  a  large 
customer  or  for  other  perfectly  legitimate  reasous.  But  he 
would  naturally  not  care  to  publish  a  statement  on  such 
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occasions,  because  it  would  not  truly  represent  the  normal 
condition  of  his  business,  and  might  be  misconstrued.  In 
such  circumstances  he  might  be  constrained  to  refuse 
accommodation  which  he  would  otherwise  grant.  He  might 
even  feel  it  necessary  to  fix  a  certain  minimum  below  which 
he  would  not  allow  his  cash  balances  to  fall  on  a  day  when 
publication  was  necessary,  and  any  such  hard  and  fast  line 
would  be  undoubtedly  detrimental  to  the  interests  of  the 
banking  public. 

That  a  satisfactory  solution  of  the  problem  will  speedily 
be  found  is  devoutly  to  be  hoped,  but  meanwhile  we  are 
having  an  excellent  object-lesson  of  the  dangers  and  incon- 
veniences of  an  insufficient  reserve  of  gold.  At  the  time 
this  is  written  the  bank  rate  stands  at  6  per  cent.,  and 
there  is  a  strong  possibility  of  a  further  rise  in  the 
immediate  future.  Yet  beyond  the  need  for  gold  there  is 
nothing  to  warrant  this  abnormally  high  rate.  The  trade 
of  the  country  is  good  generally,  in  some  directions  it  is 
unusually  flourishing;  peace  is  general.  There  are,  if  we 
except  the  internal  conditions  of  Russia,  no  disturbing 
political  conditions,  there  is  no  evidence  of  a  prevalence 
of  speculation  or  of  any  public  uneasiness.  The  only 
trouble  is  the  unusually  heavy  demand  for  gold  for  ex- 
port, chiefly  to  the  United  States  of  America  and  Egypt. 
Such  a  demand  is  looked  for  every  year  at  this  autumn 
season,  but  this  year  it  is  heavier  than  usual,  and,  owing 
to  our  small  stock  of  gold,  stringent  measures  have  had  to 
be  taken  to  stop  the  outflow.  To  the  commercial  classes 
the  result  is  little  short  of  disastrous,  and  public  interest 
is  being  aroused  on  a  question  which  has  hitherto  been 
almost  entirely  confined  to  bankers  and  other  financial 
men. 
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SECTION  XXXVII. 

THE  DEVELOPMENT  OF  JOINT-STOCK  BANKING. 

TOURING  recent  years  one  of  the  most  noteworthy  de- 
*~"  velopments  in  our  commercial  and  business  life  has 
been  the  rapid  spread  of  joint-stock  enterprise.  Especially 
has  this  been  so  in  directions  where  a  large  capital  is 
advantageous,  if  not  a  necessity.  Among  banks,  the  com- 
panies registered  under  the  Companies  Acts  have  so  in- 
creased in  importance,  and  in  the  volume  of  their  transac- 
tions, that  they  entirely  overshadow  the  private  bankers, 
and  threaten  before  long  to  absorb  them  altogether. 

The  earlier  joint-stock  banks  suffered  from  handicaps 
of  a  varied  nature  which  have  now  been  mostly  removed. 
In  the  first  place  there  were  legal  restrictions  which  fet- 
tered their  power  of  action,  and  from  which,  as  we  have 
seen  in  previous  chapters,  they  only  freed  themselves  after 
a  long  struggle.  Secondly,  they  were  for  a  long  time  over- 
shadowed by  the  superior  prestige  of  the  private  bankers, 
partly  the  result  of  the  social  and  political  importance  of 
many  of  the  old  banking  families,  partly  the  result  of  long 
custom  and  the  innate  conservatism  of  the  public.  Thirdly, 
and  perhaps  this  was  the  greatest  haudicap  of  all,  both 
directors  and  officials  were  often  sadly  lacking  in  practical 
experience  of  the  management  of  a  bank.  In  many  of  the 
early  joint- stock  banks  none  of  the  directors  had  had  any 
acquaintance  with  banking  methods  previous  to  their  ap- 
pointment on  the  board  of  the  company.1    Many  of  the 

1  See  vol.  i,  p.  429. 
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officials  were  in  a  similar  position ;  the  supply  of  thoroughly 
trained  men  was  entirely  inadequate,  and  to  get  over  the 
difficulty,  recourse  was  had  to  men  who  enjoyed  high  social 
standing.  Important  as  this  qualification  is  in  a  bank 
manager,  it  is  obvious  that  it  cannot  compensate  for  an 
entire  lack  of  business  training,  and  it  can  hardly  have 
been  expected  that  the  retired  army  officers  and  others  of 
similar  position  who  for  many  years  were  appointed  as 
branch  managers  of  joint- stock  banks,  could  have  success- 
fully compared  with  the  private  banker  who,  in  many  cases, 
had  inherited  business  instincts  and  banking  traditions 
through  several  generations. 

Time  has  to  a  great  extent  removed  these  impediments 
in  the  way  of  joint-stock  banking  enterprise.  The  size,  the 
solidity,  and  the  publicity  attached  to  joint-stock  banks 
have  partly  counterbalanced  the  personal  importance  of 
the  partners  of  private  banks.  The  boards  of  directors  of 
the  former  now  always  contain  a  large  proportion  of  men 
who  have  acquired  practical  experience,  while  the  higher 
officials  are  the  pick  of  a  large  staff  who  have  had  a  life- 
long training  in  all  the  details  of  the  daily  routine  of  the 
office.  For  some  reasons  we  cannot  but  deplore  the  gradual 
passing  away  of  the  private  banker  in  favour  of  the  bank 
manager.  For  one  reason,  we  are  in  danger  of  losing  a  type 
of  man  which  is  very  interesting  and  essentially  British, 
and  of  which  we  had  many  reasons  to  be  proud.  Another 
reason  is,  that,  from  the  point  of  view  of  the  public,  it  is 
more  satisfactory  to  transact  business  with  a  partner  on 
the  spot,  who  can  answer  applications  either  "  yes "  or 
"  no,"  than  with  a  manager  who  must  refer  all  important 
questions  to  a  distant  board  of  directors.  On  the  other 
hand,  it  may  be  that  we  gain  in  efficiency  from  having  to 
submit  applications  for  advances  to  the  cold  and  unsym- 
pathetic judgment  of  a  far-away  board  of  directors  who 
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cannot  possibly  be  influenced,  however  unwittingly,  by 
personal  or  local  considerations. 

The  development  of  joint-stock  banking  has  been  marked 
by  a  series  of  important  landmarks  to  which  attention  has 
been  drawn  in  previous  chapters.  Their  admission  to  the 
privileges  of  the  Clearing-House  in  1854  was  one  of  these, 
and  was  quickly  followed  by  the  Act  of  1858,  which  ex- 
tended to  bank  shareholders  the  protection  of  limited 
liability.  The  Companies  Act  of  1879  was  another  of  these 
landmarks.  It  created  "reserved  liability,"  and  thus 
allowed  the  more  influential  joint- stock  banks  to  give  their 
shareholders  the  privileges  of  limited  liability  without 
losing  the  confidence  of  their  depositors.  From  that  year 
the  adoption  of  limited  liability  was  very  rapid,  and  at  the 
present  time  all  the  banks  registered  uDder  the  Companies 
Acts  are  thus  limited,  with  the  exception  of  one  or  two 
banks,  such  as  Coutts  and  Co.,  and  Grlyn,  Mills,  Currie, 
and  Co.,  which  are  by  courtesy  regarded  as  private  banks, 
and  the  shares  in  which  are  all  held  privately. 

The  recent  development  of  joint- stock  banking  has 
exhibited  several  very  distinct  tendencies.  In  the  first  place 
there  has  been  a  marked  extension  of  the  branch  system. 
Many  of  the  old  country  private  banks  are  now  branches 
of  joint-stock  banks  with  head  offices  in  London,  or  one 
of  the  other  large  towns.  Many  towns,  which  were  not 
sufficiently  wealthy  to  support  a  local  private  bank  have 
now  a  branch  of  a  joint- stock  bank,  or  in  the  case  of  the 
very  small  towns,  a  sub-branch  or  agency,  possibly  open 
on  one  or  two  days  only  in  the  week.  In  this  respect  the 
English  system  is  approximating  more  nearly  to  the 
system  in  Scotland,  where  the  fact  that  all  the  banks  are 
banks  of  issue  led  to  an  early  development  of  branch 
1  tanks  in  neighbourhoods  where  a  bank  relying  entirely 
on  its  deposits  could  hardly  have  subsisted.    This  increase 
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is  shown  by  the  figures  given  each  year  in  the  Banking 
Almanac: 


Number  of  Banking  Offices  open. 


1886. 

Oct.  31st,  1895. 

Oct.  31st,  1905. 

England  and  Wales 
Isle  of  Man    .     .     . 
Scotland    .... 
Ireland      .... 

2,963 

15 

945 

537 

4,109 

17 

1,016 

596 

5,422 

23 

1,161 

779 

It  will  be  seen  that  the  increase  since  1886  is  much 
greater  in  England  and  Wales  than  in  the  other  two 
countries,  being  in  England  and  Wales  83  per  cent.,  in 
Scotland  23  per  cent.,  and  in  Ireland  44^  per  cent.  This 
extension  of  banking  facilities  has  been  rendered  possible, 
not  so  much  by  any  reduction  in  the  expenses  of  manage- 
ment, as  by  the  attraction  of  new  classes  of  depositors. 
The  volume  of  the  country's  banking  business  has  in- 
creased in  a  much  greater  proportion  than  have  its  popula- 
tion and  wealth.  Half  a  century  ago  a  banking  account 
was  the  privilege  of  the  wealthy;  to-day  it  is  within  the 
reach  of  all  but  the  poorest  classes.  On  the  one  hand  the 
public  have  been  quicker  to  estimate  the  advantages  and 
conveniences  of  payment  by  cheques,  and,  taught  by  the 
increased  stability  and  greater  resources  of  our  banks,  have 
overcome  their  mistrust  of  confiding  their  money  to  the 
keeping  of  others.  On  the  other  hand  the  banks  have 
more  fully  realized  that  there  is  a  profit  to  be  gained  from 
many  small  balances  as  well  as  from  a  few  large  ones,  and 
have  consequently  given  greater  facilities  to  the  customer 
of  moderate  or  small  means. 

The  growth  in  the  total  resources  and  obligations  of  the 
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banks  in  the  three  kingdoms  is  shown  by  the  tables  on  the 
opposite  page  taken  from  the  half-yearly  summaries  pub- 
lished in  the  "  Economist."  It  should,  however,  be  noted 
that  these  figures  are  confined  to  those  banks  which  publish 
balance  sheets.  The  number  of  banks  not  included  among 
these  is  now  small,  and  the  volume  of  their  transactions 
insignificant,  but  in  the  earliest  of  the  three  years  which 
we  quote  they  were  probably  of  considerably  greater  im- 
portance. The  figures  of  Colonial  and  Foreign  banks  with 
offices  in  London  are  not  comprised  in  the  totals. 

It  is  also  true  that  a  branch  of  a  joint- stock  bank  can 
successfully  exist  where  an  independent  private  bank  could 
not,  both  because  in  the  former  case  a  profit  would  be 
satisfactory  which  in  the  latter  case  would  not  repay  the 
banker,  and  also  because  a  branch  bank  with  a  head  office 
within  a  convenient  distance  can  work  with  a  smaller  re- 
serve of  cash  than  an  independent  bank  relying  upon  its 
own  resources. 

Private  banks  have  in  the  past  found  it  less  easy  to  open 
branches  than  their  joint- stock  competitors.  The  private 
banker,  before  the  days  when  he  issued  balance  sheets, 
relied  largely  upon  his  personal  reputation  to  inspire  the 
necessary  confidence  in  his  customers,  and  that  reputation 
was  usually  a  local  one.  Once  outside  his  own  town  or 
circle  of  towns,  he  was  comparatively  unknown,  whereas  a 
joint-stock  bank,  relying  more  upon  the  publicity  afforded 
by  its  balance  sheet,  had  a  much  greater  opportunity  of 
quickly  working  up  a  business  in  a  fresh  locality. 

But  although  the  spread  of  branch  banking  has  been 
fostered  both  by  the  tapping  of  new  sources  of  profit,  and 
by  the  economy  due  to  the  larger  scale  upon  which  opera- 
tions are  carried  on,  signs  are  not  wanting  that  a  limit  lias 
Urn  readied  in  both  directions.  It  does  not  seem  as  if 
there  were  any  new  worlds  for  bankers  to  conquer.    The 
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habit  of  banking  has  permeated  through  all  classes  and 
throughout  all  districts,  and  many  of  the  new  branches  which 
have  been  opened  in  recent  years  are  undoubtedly  the  out- 
come of  the  banker's  desire  to  protect  himself  against  his 
competitors  rather  than  of  a  wish  for  greater  expansion. 
In  many  cases,  no  doubt,  new  branch  banks  are  necessi- 
tated by  increase  in  population  and  the  growth  of  new 
industrial  centres,  but  this  is  not  always  the  case.    Look 
at  the  list  of  new  branch  banks  published  each  year  in  the 
Banking  Almanac,  and  it  will  at  once  be  noticed  how 
often,  in  a  small  town  which  has  never  yet  supported  a 
bank,  two  or  even  three  branch  banks  are  opened  simul- 
taneously.   It  is  easy  to  guess  the  state  of  affairs.    The 
inhabitants  had  previously  divided  their  banking  accounts 
between  the  banks  of  a  neighbouring  town,  and  when  one  of 
these  banks  decided  to  open  a  local  branch,  the  others  were 
driven,  by  fear  of  losing  their  connection,  to  offer  similar 
facilities  to  their  customers.    This  has  been  taking  place 
on  a  large  scale  for  some  years  past,  and  it  is  practically 
certain  that  branch   expansion  cannot   be   carried  much 
further  without  an  increase  in  the  expenses  of  manage- 
ment out  of  all  proportion  to  the  value  of  the  new  business 
acquired.    This  tendency  is  hastened  by  competition  be- 
tween bankers  and  competition  by  other  bodies.    The  com- 
petition   between   bankers    is    shown    in    the    increasing 
amounts  spent  by  banks  in  the  erection  of  handsome  and 
costly  buildings,  and  in  the  cutting  down  of  rates  charged 
for  loans  and  the  raising  of  rates  for  deposits  to  such  a 
point  as  seriously  to  threaten  future  profits.    Competition 
from  outside   is  being  felt  in    several    directions.    Many 
municipalities  advertise  for  deposits  at  rates  with  which 
bunks  can  hardly  hope  to  compete,  because  these  munici- 
palities do  not  think  it  necessary  to  burden  themselves 
with  the  expense  of  keeping  any  cash  reserves  whatever. 
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Other  municipalities  vary  their  methods  of  borrowing  by 
offering  their  bills  at  three  or  six  months  to  the  public  for 
tender,  though  these  methods  are  similar  to  the  former  in 
the  absence  of  cash  reserves  to  meet  the  bills  at  maturity. 
To  the  severity  of  this  external  competition,  especially  in 
the  large  towns  of  the  North  of  England,  must  be  at- 
tributed the  experiment  made  by  some  of  the  banks  in 
opening  savings  dej)artments,  as  was  noticed  in  an  earlier 
chapter.  In  risking  this  experiment  they  are  embarking 
upon  a  form  of  banking  which  has  always  proved  difficult 
to  manage  without  loss,  and  they  are  competing  with  such 
semi-philanthropic  bodies  as  the  Trustee  Savings  Banks, 
,  and  also  with  the  Post  Office  Savings  Banks,  which,  in 
spite  of  the  statements  of  the  Postmaster- General,  we 
cannot  admit  to  be  run  on  business  lines,  and  which  would 
probably  show  a  serious  loss  if  the  accounts  were  pub- 
lished in  such  a  way  as  to  afford  a  correct  view  of  their  real 
position. 

The  second  notable  characteristic  of  recent  banking 
developments  is  the  tendency  to  concentration,  which  is  as 
remarkable  as  the  expansion  of  branch  banking  which  we, 
have  just  noticed.  The  number  of  individual  banks  is 
diminishing  as  rapidly  as  the  number  of  banking  offices  is 
increasing,  and  the  size  and  importance  of  each  bank  has 
grown  correspondingly.  Either  by  purchase  or  amalgama- 
tion the  smaller  banks  are  quickly  disappearing.  The 
number  of  banks  in  England  and  Wales,  excluding  the 
foreign  and  colonial,  and  Scotch  banks  with  London 
offices,  and  also  certain  London  financial  firms  which, 
though  sometimes  recognized  as  bankers,  yet  do  not  carry 
on  the  kind  of  business  which  is  usually  associated  with 
the  name  of  bank  in  this  country,  was,  in  1886,  337. 
In  1896  it  had  dropped  to  242,  and  at  the  close  of 
1906  the  number  was  but  107.    In  this  respect  also  we 
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are  approaching  nearer  the  Scotch  system,  though  it  is 
very  unlikely  that  the  process  of  concentration  will  ever 
become  so  complete  as  in  that  country,  where  the  number 
of  banks  is  only  eleven,  or  as  in  Ireland,  where  there  are 
but  nine  banks.  The  process  by  which  the  smaller  banks 
have  disappeared  has  been  a  very  interesting  one,  and  has 
taken  three  principal  forms,  roughly  corresponding  in  point 
of  time  with  the  order  in  which  they  are  here  mentioned: 
the  fusion  of  the  private  banks  with  the  larger  joint-stock 
banks;  the  absorption  of  the  smaller  of  the  London  banks 
by  the  more  important  country  banks;  and  the  union  of 
the  larger  banks  with  each  other. 

The  purchase  of  private  banks  by  the  more  important 
joint- stock  banks  has  usually  been  due  to  the  desire  of  the 
latter  to  obtain  a  country  connection,  or  to  acquire  a  foot- 
ing in  a  fresh  district.  The  process  was  hastened  by  the 
years  of  abnormally  low  rates  of  interest  in  the  London 
Money  Market  in  the  years  1892  to  1896.  During  these 
years,  when  bankers  were  constantly  unable  to  obtain  even 
as  much  as  1  per  cent,  for  money  lent  at  call  and  short 
notice,  many  of  the  purely  London  banks,  without  country 
or  suburban  branches,  found  their  earnings  seriously 
diminished.  In  the  country  interest  rates  do  not  so  readily 
respond  to  the  fluctuations  of  the  Bank  Eate.  Interest  is 
steadier  because  the  risk  is  greater,  and  the  advances  upon 
"gilt-edged"  securities  are  comparatively  few.  Most  of 
the  money  which  banks  advance  in  the  City  of  London  is 
secured  by  parcels  of  "first-class"  bills  or  "gilt-edged" 
Stock  Exchange  securities.  Much  of  it  is  advanced  for  very 
short  periods.  Consequently,  although  the  risk  is  small, 
the  rate  of  interest  is  usually  low,  especially  so  when  the 
demand  for  money  for  trade  purposes  is  a  small  one.  In 
the  suburbs  and  most  of  the  provincial  towns,  however, 
the  number  of  first-class  bills  in  circulation  is  small.    The 
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commonest  form  of  bill  offered  for  discount  is  that  drawn 
by  the  manufacturer  or  wholesale  dealer  upon  the  retailer, 
and  there  is  usually  an  element  of  risk  about  such  bills. 
Other  forms  of  security  offered  to  banks  are  usually,  too,  of 
a  more  speculative  or  less  marketable  nature.  Trading  and 
manufacturing  houses  put  all  their  spare  capital  into  their 
business,  and  cannot,  as  a  rule,  produce  bearer  consols  or 
other  government  stock  when  they  wish  for  an  advance. 
The  rates  which  the  banker  charges  are  therefore  fixed  to 
cover  risk  as  well  as  pure  interest.  Consequently  the  banks 
with  country  branches  suffered  less  severely  during  the 
period  just  mentioned,  and  the  advantages  of  a  business 
spread  over  a  wide  area,  and  therefore  less  liable  to 
be  influenced  by  any  one  set  of  causes,  was  readily 
recognized. 

Perhaps  the  best  example  of  the  type  of  bank  resulting 
from  this  form  of  amalgamation  is  Barclay  and  Company, 
Limited.  In  1896  the  firm  of  Barclay,  Bevan,  Tritton, 
Ransom,  Bouverie,  and  Co.,  which  previous  to  1894  pos- 
sessed no  office  outside  London,  joined  with  the  following 
private  bankers  to  form  the  joint- stock  bank  of  Barclay 
Company,  Limited,  which  now  possesses  upwards  of 
400  branches  :  Goslings  and  Sharpe,  London ;  Gurney  and 
Co.,  Norwich,  etc.;  Gurneys,  Alexanders,  and  Co.,  Ipswich; 
Gurneys,  Eound  and  Co.,  Colchester;  J.  Backhouse  and 
Co.,  Darlington ;  Bassett,  Son,  and  Harris,  Leighton 
Buzzard;  Fordham,  Gibson  and  Co.,  Royston;  Gibson, 
Tuke  and  Gibson,  Saffron  Walden,  etc.;  Molineux,  Whit- 
field, and  Co.,  Lewes;  J.  Mortlock  and  Co.,  Limited, 
Cambridge;  Veasey,  Desborough  and  Co.,  Huntingdon; 
Woodall,  Hebden,  and  Co.,  Scarborough;  Sharpies,  Tuke 
and  others,  Hitchin;  and  Sparrow,  Tufnell,  and  Co., 
Chelmsford. 

The  private  banks  absorbed  by  this  class  of  amalgama- 
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tions  were  not  necessarily  declining  in  prosperity,  though 
in  some  cases,  perhaps,  they  had  been  seriously  affected  by 
the  competition  of  joint-stock  rivals.  But  even  though  the 
business  which  the  partners  sold  was  in  many  cases 
thoroughly  sound,  it  was  generally  recognized  that  the 
chances  of  rapid  expansion  would  be  increased  by  amal- 
gamation with  a  large  bank  with  ample  capital  and  a 
widely  extended  connection,  and  it  is  therefore  probable 
that  the  larger  banks  were  enabled  to  offer  tempting  terms 
which  it  was  difficult  to  refuse. 

The  second  class  of  amalgamations  was  that  of  the  more 
important  country  banks,  usually  joint-stock  banks,  with 
the  lesser  London  banks,  and  the  motive  of  such  amal- 
gamations was  the  desire  of  the  former  to  obtain  either  a 
seat  in  the  London  Clearing-House,  or  at  least  a  London 
office.  Membership  of  the  Clearing-House  confers  a  prestige 
which  cannot  otherwise  be  obtained,  and,  besides  this 
prestige,  it  brings  with  it  a  saving  of  expense  by  doing 
away  with  the  necessity  of  a  clearing  agent.  Moreover, 
the  possession  of  a  London  office  enables  a  bank  to  lend 
money  the  more  readily  in  the  London  Money  Market,  and 
so  to  use  money  which  would  otherwise  either  possibly 
have  to  be  kept  idle,  or  to  be  employed  in  more  permanent 
loans  which  would  be  less  readily  available  in  emergency, 
and  would  therefore  weaken  the  position  of  the  bank. 
Practically  all  the  small  London  banks  thus  absorbed 
were  therefore  members  of  the  Clearing-House.  For  in- 
stance, the  old  established  private  bank  of  Fuller,  Ban- 
bury, and  Co.,  in  the  City,  was  purchased  by  Parr's  Bank, 
whose  bead  office  was  in  Warrington;  the  Royal  Exchange 
Bank  was  absorbed  by  the  Birmingham  Banking  Company. 
Limited,  resulting  iii  the  formation  of  the  Metropolitan 
Bank  of  England  and  Wales,  Limited.  The  Central 
Bank  of  London   was  purchased  by  the  Birmingham  and 
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Midland  Bank,  Limited,  whose  head  office  was  in  Bir- 
mingham, thus  forming  the  London  and  Midland  Bank, 
Limited. 

The  third  form  of  amalgamation  has  been  between  the 
larger  banks  themselves,  whether  private  or  joint-stock. 
The  motives  for  such  amalgamations  as  these  have  been 
of  a  varied  character.  Probably  ambition,  both  personal 
ambition  and  the  ambition  to  raise  the  status  and  power 
of  the  banks  concerned,  has  exerted  an  important  influence 
in  this  direction.  The  desire  to  see  the  bank  with  which 
one  is  associated  raised  to  the  first  rank  among  its  com- 
petitors is  a  natural  one,  and  this  desire  is  undoubtedly 
strengthened  by  the  increase  in  power  and  influence  which 
accrues  to  the  chairman  or  managing  director  of  a  bank- 
ing company  which  has  gained  a  position  of  importance. 

To  this  motive  must  be  added  the  desire  to  broaden  and 
strengthen  the  basis  of  the  bank's  operations  by  extending 
its  area.  A  bank  whose  operations  are  confined  to  the  area 
of  a  single  industry  or  group  of  industries,  is  in  danger  of 
finding  itself  too  closely  bound  up  with  the  fortunes  of 
that  industry.  Take,  for  the  sake  of  example,  a  bank  whose 
branches  are  confined  to  the  cotton  district  of  Lancashire. 
When  the  cotton  trade  is  "  booming  "  the  demands  upon 
the  accommodation  which  the  bank  can  give  will  be  very 
heavy.  Every  manufacturer  will  wish  to  expand  his  output 
to  the  utmost,  and  will  almost  certainly  require  the  assist- 
ance of  his  banker.  Very  probably  the  local  bank  will  be 
unable  to  respond  entirely  to  the  demand,  or  at  least  it 
will  be  unable  to  do  so  without  seriously  weakening  its 
own  position.  But  a  bank  whose  branches  are  spread  over 
a  wide  district  will  probably  be  able  to  transfer  to  the 
Lancashire  district,  funds  which  are  set  free  by  a  tem- 
porary slackness  in  the  industries  of  some  other  district. 
In  like  manner,  when  the  cotton  trade  is  depressed,  the 
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local  bank  may  find  a  difficulty  in  employing  its  resources 
at  a  profit,  while  the  larger  bank  will  usually  find  its 
opportunity  in  some  other  area  where  it  has  established 
branches. 

What  has  also  favoured  the  bank  with  branches  spread 
over  a  wide  area  has  been  the  similar  spread  of  trading 
companies  with  branches  all  over  the  kingdom.  These 
large  trading  companies  have  in  numerous  cases  ousted 
the  private  trader  from  the  position  he  once  occupied.  In 
such  trades  as  those  of  grocers,  provision  merchants,  meat 
salesmen,  dairymen,  druggists  and  chemists,  bootmakers, 
and  numerous  others  which  will  readily  occur  to  the  mind 
of  the  reader,  there  are  now  companies  possessing  branches 
in  most  towns  of  importance  in  the  kingdom,  and  such 
companies  naturally  prefer  to  keep  a  banking  account  with 
a  bank  which  can  offer  them  facilities  for  paying  in  money 
and  cashing  cheques  in  each  town  where  a  branch  of  the 
company  is  established. 

Instances  of  this  last-mentioned  phase  of  banking 
amalgamation  are  numerous  and  recent.  Parr's  Bank 
amalgamated  first  with  the  Alliance  Bank  of  London  and 
afterwards  with  the  Consolidated  Bank.  The  London  and 
Midland  Bank  joined  with  the  City  Bank  to  form  the 
London,  City  and  Midland  Bank,  and  the  amalgamation 
of  the  Union  Bank  of  London  with  Smith,  Payne  and 
Smiths,  and  their  allied  country  firms  resulted  in  the 
formation  of  the  Union  of  London  and  Smiths  Bank. 

In  some  quarters  the  gradual  reduction  in  the  number 
of  banks  and  the  growth  of  some  of  the  individual  banks, 
has  been  regarded  with  apprehension.  Anything  in  the 
shape  of  monopoly  has  for  centuries  aroused  intense 
jealousy  and  dislike  in  this  country.  The  establishment  of 
a  new  bank  which  shall  do  business  on  anything  except 
the  smallest  scale,  lias  Long  been  a  matter  of  greal  diffi- 
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culty,  and  is  fast  becoming  an  impossibility,  and  fears 
have  bees  freely  expressed  that  the  diminution  in  the 
number  of  bonks  will  lead  to  the  stifling  of  free  competi- 
lion,  to  the  detriment  of  the  interests  of  the  banking 
public. 

Whatever  may  be  the  chances  of  this  happening  in  the 
future,  there  is  certainly  no  reason  for  complaint  on  the 
customers'  part  with  regard  to  recent  development.  At  no 
time  has  competition  between  bankers  been  more  insistent, 
at  no  time  have  the  interests  of  the  customers  been  better 
looked  after.  There  is  an  entire  absence  of  all  the  signs 
which  point  to  the  establishment  of  a  monopoly;  no  mutual 
agreements  to  prevent  the  cutting  of  lending  rates,  no 
division  of  the  country  into  districts.  Indeed,  competition, 
especially  in  provincial  districts,  has  been  carried  to  a 
point  which  threatens  at  times  to  overlap  the  bounds  of 
decency. 

We  are  told  in  some  quarters  that  such  competition  is 
inevitable  and  entirely  healthy;  that  bankers  can  no  more 
expect  to  escape  its  stress  than  bootmakers  or  any  other 
traders.  Such  reasoning  is  not,  however,  entirely  convinc- 
ing. That  banking  competition  is  both  necessary  and 
healthy,  looking  at  the  matter  from  a  broadly  national 
point  of  view,  is  undeniable.  But  excessive  competition, 
which  is  productive  of  evil  in  most  branches  of  commercial 
activity,  becomes  a  serious  danger  to  all  classes  of  the 
community  when  banking  interests  are  involved.  The  posi- 
tion of  the  banker  is  one  of  the  highest  responsibility.  He 
is  in  a  sense  the  trustee  of  the  public;  he  has  the  control 
of  immense  sums  of  money  (the  deposits  in  the  hands  of 
the  bankers  of  the  United  Kingdom  amount,  it  should  be 
remembered,  to  nearly  nine  hundred  millions  sterling),  and 
the  financial  prosperity  of  ^all  classes  depends  to  a  great 
extent  upon  the  use  made  of  this  money.    Anything  which 
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would  tend  to  a  dangerous  or  speculative  use  must  be  re- 
garded as  deplorable.  If  any  confirmation  of  this  point  of 
view  is  required,  it  can  be  found  in  a  passage  written  in 
1905  by  Lord  G-oschen  in  his  "  Essays  and  Addresses  on 
Economic  Questions."  x  Lord  G-oschen,  as  Chancellor  of 
the  Exchequer,  probably  inspired  as  much  confidence  in 
the  City  of  London  as  any  man  who  ever  preceded  him. 
He  had  an  intimate  and  practical  acquaintance  with  the 
higher  branches  of  finance,  and  his  utterances  have  always 
commanded  attention  and  respect.  Moreover,  although  his 
acquaintance  with  bankers  and  banking  problems  was 
large,  he  was  not  himself  a  banker,  and  it  cannot  be  said 
of  him  that  he  allowed  his  interests  to  obscure  his  judg- 
ment.   The  passage  referred  to  is  as  follows: 

"  I  earnestly  hope  that  the  transfer  of  many  a  fine  old- 
fashioned  banking  firm  with  family  traditions  of  a  century 
behind  them,  to  the  more  impersonal  management  of 
limited  companies,  may  in  no  wise  have  affected  the  sense 
of  caution  as  the  primary  duty  of  the  present  administra- 
tion of  colossal  deposits. 

"  One  duty  in  these  modern  stirring  days  must  always 
be  kept  in  view — the  imperative  duty  to  resist  the  tempta- 
tion created  by  excessive  and  ubiquitous  competition.  Not 
to  lose  a  customer  by  too  severe  an  examination  of  his 
overdraft  may  be  insidiously  suggested  to  managers  by 
the  siren  '  ambition.'  It  is  currently  said  that  the  competi- 
tion among  banks  has  never  been  so  sharp  as  now.  Share- 
holders, too,  may  be  exacting  as  to  dividends,  and  watch 
for  purposes  of  invidious  comparison  those  of  rival  banks. 
Under  the  stress  of  such  pressure  from  without,  and  ambi- 
tion from  within,  it  is  imaginable  that  less  steady  business 
might  be  entertained  than  the  old-fashioned  banks  would 

1  Page  51. 
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have  regarded  with  favour.  These  are  possibilities  only — I 
hope  temptations  only.  But,  in  comparing  the  present  with 
the  past,  it  may  be  admissible  to  point  out  the  possible 
intluence  of  a  new  atmosphere  as  well  as  the  immense 
progress  and  the  vast  improvements  which  we  witness  in 
so  many  directions  to-day.  The  country  has  been  per- 
meated with  banking  facilities.  Rival  banks  offer  their 
activities  in  every  country  town.  Every  class  of  trader,  in 
town  and  country,  has  better  means  for  carrying  on  his 
business;  and,  provided  boards  of  directors  insist  on  curb- 
ing too  exuberant  a  competition,  the  extension  of  the 
system,  with  all  its  advantages,  may  doubtless  have  been 
effected  without  any  risk  of  forfeiting  that  unquestionable 
stability  of  which  the  representative  firms  gave  so  splendid 
an  example  in  the  time  with  which  these  articles  deal " 
(i.e.  1865  to  1868). 

Lord  G-oschen  speaks  cautiously  and  restrainedly,  being 
no  doubt  unwilling  to  give  offence;  but  the  "  too  exuberant 
competition  "  of  which  he  speaks,  and  against  which  he 
warns  bankers,  undoubtedly  exists  in  many  parts  of  the 
country.  The  responsibility  lies  with  the  directors  and  not 
with  the  managers  whose  ill-opportuned  zeal  is  the  imme- 
diate cause,  and  unless  the  former  insist,  as  Lord  G-oschen 
urges,  on  curbing  this  zeal,  the  consequences  are  likely  to 
be  serious.  There  is  fortunately  every  reason  to  believe 
that  the  important  London  banks  and  many  of  the  more 
influential  country  banks  have  carried  on  and  are  still 
carrying  on  their  business  on  sound  and  conservative  lines, 
but  we  are  told  on  the  authority  of  Mr.  J.  Spencer  Phillips,1 
the  President  of  the  Institute  of  Bankers,  that  some  of 
the  country  banks  have  approached  perilously  near  the 
margin  of  safety  in  the  conduct  of  their  business. 

1  See  "Journal  of  the  Institute  of  Bankers,"  Dec,  1906. 
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In  normal  times  the  clanger  may  not  be  great,  but  when 
the  pinch  comes,  and  it  generally  comes  unexpectedly,  the 
weak  spot  may  easily  prove  fatal.  Once  let  the  public  suffer 
by  the  failure  of  one  or  more  large  banks,  and  bankers 
will  most  probably  find  that  means  will  be  taken  to  force 
them  to  curb  their  attempts  to  attract  new  business  at 
whatever  cost.  Hitherto  bankers  in  this  country  have  been 
singularly  free  from  legislative  interference  in  any  direc- 
tion, with  the  single  exception  of  the  issue  of  notes.  But 
the  idea  has  long  been  gaining  ground  that  it  may  be 
advisable,  and  that  it  is  possible,  to  impose  legal  restric- 
tions upon  the  creation  of  credit  by  bankers  in  other  forms 
than  that  of  the  issue  of  notes.  That  any  such  attempt 
should  be  made  would  be,  from  the  bankers'  point  of  view, 
regrettable:  but  whether  it  will  be  made  or  not,  will 
depend  upon  their  own  actions.  Provided  banking  is 
carried  on  so  as  to  maintain  the  confidence  which  has  been 
justly  earned  in  the  past,  there  is  not  much  likelihood  of 
legislative  interference;  but  should  Lord  Goschen's  "  possi- 
bilities "  become  realities,  and  excessive  competition  lead 
to  unsoundness  in  method,  we  must  not  be  surprised  if  the 
public  interfere  to  protect  their  own  interests. 

There  are  other  considerations  which  are  forced  upon 
our  notice  by  some  of  the  manifestations  of  unrestrained 
competition,  which,  if  rumour  speaks  rightly,  are  occa- 
sionally to  be  met  with.  If  these  reports  are  true,  bank 
managers  have,  in  some  instances,  allowed  themselves  to 
be  led  into  acts  which  are  both  undignified  and  indecorous. 
Bankers  have  in  the  past  prided  themselves  upon  sharing 
with  the  learned  professions  a  code  of  professional  etiquette 
which,  though  not  enforced  by  any  authoritative  body,  has 
been  generally  recognized  and  obeyed.  The  banker's  or 
bank  manager's  relation  to  his  customer  is  a  confidential 
and  a  responsible  one,  and  imperatively  demands  that  the 
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former  shall  not  act  iu  any  way  which  shall  imperil  the 
intimacy  of  this  relation.  In  the  great  majority  of  cases 
there  is  every  reason  to  believe  that  bank  managers  have 
respected  this  implied  rule  of  conduct,  but  it  is  equally 
certain  that  in  other  cases  they  have  descended  to  tactics 
which  are  quite  inconsistent  with  the  position  they  occupy. 
That  a  bank  manager  can  personally  approach  the  cus- 
tomers of  other  banks  and  endeavour  to  persuade  them  to 
move  their  banking  accounts  by  promises  of  better  terms 
or  other  specious  offers,  and  still  hope  to  maintain  the 
respect  and  confidence  of  the  latter,  seems  inexplicable.  It 
is  certain  that  the  directors  of  any  bank  which  esteemed 
its  own  reputation,  would  not  only  not  encourage  such  acts, 
but  would  promptly  suppress  such  ill-considered  efforts. 
If  persisted  in  they  are  bound  to  affect  the  position  of  the 
bank  which  permits  or  fails  to  prevent  them,  and  the  latter 
will  find  itself  deserted  by  the  better  class  customers,  who 
are  naturally  the  more  profitable  class,  and  be  more  or  less 
dependent  upon  those  others  who,  possessing  no  scruples  of 
their  own,  are  willing  to  disregard  unscrupulous  conduct 
on  the  part  of  their  bankers. 


460  THE   HISTORY,    PRINCIPLES,   AND 


SECTION  XXXVIII. 

THE  NOTE  CIRCULATION. 

HPLTE  history  of  banking  in  England  has  been  a  history 
^  of  the  steady  decline  of  the  relative  importance  of  the 
issue  of  notes  compared  with  the  other  functions  of  a 
banker.  When  the  Bank  of  England  was  founded,  it  is 
clear  from  the  wording  of  the  Charter  of  1708  that  it  was 
considered  necessary  to  a  bank's  existence  that  it  should 
have  the  power  of  issuing  notes.  But  during  the  eighteenth 
century  the  London  private  bankers,  whose  notes  could 
never  compete  successfully  with  those  of  the  Bank  of 
England,  found  that  deposit  banking  offered  a  profitable 
field  for  enterprise.  The  abolition  of  notes  under  =£5  in 
1826,  and  the  establishment  of  joint-stock  banks  in  London 
under  the  Act  of  1833,  were  further  steps  in  the  dethrone- 
ment of  the  bank  note  in  this  country.  Yet,  when  the  Bank 
Act  of  1844  was  passed,  the  whole  of  the  tremendous 
interest  aroused  by  the  preliminary  inquiries,  and  the 
Parliamentary  debates  upon  the  question,  seemed  to  centre 
round  the  right  of  note  issue,  and  the  restrictions  which 
should  be  placed  upon  the  right,  while  the  power  of 
creating  credit  by  giving  the  right  to  draw  cheques,  was 
ignored.  Sir  Robert  Peel  even  went  so  far  as  to  say  that 
"  he  thought  there  was  a  clear  distinction  between  a  pro- 
missory note  payable  on  demand,  without  any  personal 
guarantee  beyond  the  credit  of  the  issuer,  and  any  other 
form  of  credit."  What  that  clear  distinction  was  he  did 
not  say,  but  as  he  thought  it  unnecessary  to  discuss  the 
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effects  of  other  forms  of  credit,  he  presumably  thought  the 
difference  an  essential  one.  If  so,  it  must  long  have  been 
recognized  that  Sir  Robert  Peel  was  wrong.  The  difference 
is  one  of  detail  only,  and  if  he  had  rigidly  adhered  to  a 
gold  basis  for  the  whole  note  issue  of  the  country,  and 
compelled  every  note  issued  to  be  secured  by  gold  of  an 
equal  amount,  he  would  not,  by  these  means  only,  have 
provided  any  safeguard  against  an  over-issue  of  credit. 

As  it  was,  the  restrictions  imposed  upon  the  note  circula- 
tion were  sufficient  to  force  the  current  of  banking  develop- 
ment into  other  channels,  which  were  left  practically  un- 
controlled except  by  the  prudence  and  caution  of  individual 
banks  and  bankers.  The  quality  of  "  elasticity,"  of  which 
we  hear  so  much  in  American  banking  controversies,  was 
practically  taken  away  from  the  note  circulation  by  the 
Acts  of  1844  and  1845,  and  its  place  has  been  taken  by 
the  elasticity  which,  within  certain  bounds,  belongs  to  the 
creation  and  exchange  of  bankers'  deposits.  The  growth  of 
these  deposits  has  been  the  outstanding  feature  of  modern 
banking.  Statistics  are  not  obtainable  for  the  earlier  years, 
because  it  is  only  recently  that  the  majority  of  bankers 
have  published  balance  sheets,  so  that  we  are  forced  to  fall 
back  upon  estimates.  If  we  accept  these,  we  find  that  in 
the  United  Kingdom  the  deposits,  including  capital  and  note 
issues,  were  estimated  by  Mr.  Newmarch  at  =£250,000, 000, l 
while  now  the  deposits  alone  are  known  to  be  =£867,301,360. 
This  amount  represents  rights  to  draw  cheques  payable  on 
demand,  or  to  withdraw  money  at  an  agreed  notice,  and 
these  rights  are  continually  transferred  from  one  bank  to 
another,  extinguished  by  the  payment  of  gold,  or  added  to 
by  the  creation  of  fresh  rights  in  exchange  for  gold  or  for 
future  promises.   The  development  of  the  note  issue  during 

1  See  "Journal  of  the  Institute  of  Bankers,"  1904,  p.  81,  Sir 
Felix  Schuster's  article  on  "Foreign  Trade  and  the  Money  Market. " 
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the  same  period  is  in  striking  contrast  to  the  figures  we 
have  just  quoted.  In  1844  the  authorized  note  circulation 
of  the  Bank  of  England  against  securities  was  =£14,000,000, 
arjd  the  average  total  of  notes  issued  =£2 7, 934,000/  Of 
these  =£7,853,000 *  were  held  in  the  Banking  Department 
of  the  Bank  of  England,  leaving  an  active  circulation  in 
the  hands  of  the  public  of  =£20,081,000.  The  authorized 
issue  of  279  country  banks,  which  we  may  take  to  be  the 
active  circulation  also,  since  it  was  based  on  the  average 
actual  circulation,  was  in  1844  =£8,631,647.  This  gives  us 
a  total  active  circulation  in  England  and  Wales  of 
=£28,712,647.  On  September  26th,  1906,  the  authorized 
note  circulation  of  the  Bank  of  England  against  securities 
was  c£18,450,000,  and  the  total  of  the  notes  issued 
=£51,181,000,  of  which  =£22,090,000  were  held  in  the 
Banking  Department,  leaving  an  active  circulation  of 
=£29,091,000,  which  about  represented  the  average  for  the 
whole  of  the  year.  The  authorized  issue  of  the  thirty  banks 
retaining  the  right  of  issue  was  on  22nd  September,  1906, 
=£1,582,184,  but  the  actual  circulation  only  £509,989.  This 
gives  a  total  active  circulation  of  =£29,590,989,  as  against 
£28,712,647  in  1844.  But  we  must  remember  that  of  the 
Bank  of  England  notes  which  we  have  described  as  "in 
the  hands  of  the  public,"  a  very  large  proportion,  very 
probably  the  greater  portion,  is  held  as  till  money  by  the 
various  banks  and  branch  banks  throughout  the  kingdom. 
When  we  remember  the  enormous  increase  in  the  number 
of  such  banking  offices,  as  described  in  the  last  chapter, 
all  of  which  offices  must  keep  a  stock  of  bank  notes  as  till 
money,  a  stock  which  of  course  varies  according  to  the 
extent  of  the  bank's  or  branch  bank's  liabilities  and  the 
character  of  its  business,  we  are  forced  to  the  conclusion 
that  the  amount  of  notes  so  held  must,  be  appreciably 
1    Palgrave,  "  Bank  Kate  ami  Money  Market/'  \k  11. 
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greater  than  in  1844,  and  that  therefore  the  total  active 
circulation  outside  the  banks  must  now  be  considerably 
smaller  than  in  1844. 

It  is  evident  that  something  has  taken  the  place  of  the 
notes  which  the  increase  in  the  country's  business  trans- 
actions would  otherwise  have  demanded,  and  it  is  hardly 
necessary  to  state  that  the  substitute  is  cheques.  As  has 
just  been  stated,  the  difference  between  a  cheque  and  a 
bank  note  is  one  of  detail  only.  Every  one  who  possesses 
a  cheque-book  has  the  power  of  issuing  what  is  in  effect  a 
bank  note,  except  that  it  has  the  credit  of  the  individual 
behind  it  instead  of  the  credit  of  the  bank,  and  that  for 
this  reason  its  life  is  shorter,  and  it  does  not  circulate  so 
freely  from  hand  to  hand. 

Although  most  banks  have  not  the  power  of  issuing 
notes,  yet  they  can  all,  within  very  wide  limits,  create  the 
power  to  draw  cheques.  Whenever  a  bank  makes  a  loan  of 
a  thousand  pounds  to  a  customer,  it  transfers  its  own 
credit  to  that  customer,  giving  him  the  right  to  draw 
cheques  for  a  thousand  pounds,  and  the  effect  upon  the 
currency  of  the  country,  with  the  reservation  just  men- 
tioned, is  the  same  as  if  the  bank  had  issued  a  thousand 
pounds  in  notes,  presuming,  as  we  reasonably  can  presume, 
that  the  customer  draws  the  whole  amount  of  the  loan. 
Banks  are,  of  course,  limited  in  this  power  on  the  one  hand 
by  the  demand  for  loans  on  the  part  of  its  customers,  and 
on  the  other  by  the  fact  that  the  greater  part  of  the 
cheques  so  drawn  will  have  to  be  met  within  a  short  time. 
With  regard  to  the  first  limitation,  which  applies  equally 
to  the  issue  of  notes,  most  banks  could  probably,  except  in 
abnormal  times,  find  more  borrowers  with  good  security 
than  thev  are  willing  to  accommodate.  With  regard  to  the 
second  limitation,  a  large  proportion  of  cheques  drawn  by 
customers  have  to  be  met  within  a  short  time;  they  are 
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presented  through  the  Clearing-House  or  over  the  counter, 
and  are  paid,  a  small  proportion  in  cash,  and  the  larger 
proportion  by  transfers  from  the  bank's  balance  at  the 
Bank  of  England  or  London  agent.  But  some  of  the 
cheques  so  drawn  will  probably  be  paid  to  the  credit  of 
accounts  kept  with  the  bank  on  which  they  are  drawn,  and 
the  time  when  the  bank  will  have  to  meet  them  is  in- 
definitely postponed.  To  this  extent  the  bank  has  created 
credit  in  just  the  same  way  as  if  it  had  increased  its  active 
circulation  of  notes. 

This  development  of  the  use  of  cheques  almost  to  the 
exclusion  of  bank  notes  is  peculiar  to  England,  if  we 
except  certain  of  the  British  Colonies.  It  is  no  exaggera- 
tion to  say,  "  almost  to  the  exclusion  of  bank  notes,"  for 
the  notes  of  the  Bank  of  England  in  very  few  instances 
circulate  freely  from  hand  to  hand  as  notes  do  in  other 
countries.  Their  use  is  almost  confined  to  those  transac- 
tions in  which  legal  tender  is  necessary  or  desirable. 

The  reason  is  not  far  to  seek.  England  is  emphatically 
a  country  of  towns.  Distances  are  short,  and  business  is 
centralized  in  London  to  an  extent  unparalleled  in  any 
other  country.  The  following  extract  from  the  Eeport  of 
the  Special  Currency  Committee  of  the  Chamber  of  Com- 
merce of  the  State  of  New  York,  adopted  on  1st  November, 
1906,  aptly  illustrates  the  different  spheres  of  the  cheque 
and  bank  note. 

11  Between  a  bank  note  and  a  bank  check  there  is  no 
essential  difference.  The  depositor,  to  be  sure,  is  a  volun- 
tary creditor  of  a  bank,  and  the  checks  written  by  him  do 
not  circulate  widely  without  endorsement,  whereas  a  bank 
note  is  an  acceptable  substitute  for  money  among  people 
who  have  little  or  no  knowledge  of  the  issuing  bank. 
Nevertheless  both  the  check  and  the  note  are  representa- 
tives of  money,  aud  both  must  be  redeemed  on  presenta- 
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fcion.  They  bave,  however,  different  spheres  of  usefulness. 
The  home  of  the  bank  check  is  the  town  and  the  city, 
where  people  keep  their  funds  in  banks.  The  bank  note, 
on  the  other  hand,  properly  belongs  in  the  country,  among 
people  who  have  no  bank  accounts,  with  whom  it  is  quite 
as  effective  as  money  itself  "  (p.  6). 

The  country  demand  is  in  all  countries  for  legal  tender, 
whether  paper  or  coin,  or  at  least  for  notes  which,  if  not 
actually  legal  tender,  are  commonly  accepted  as  such.  This 
demand  becomes  acute  at  periodically  recurring  seasons, 
and  in  most  countries  the  money  sent  into  the  country  in 
response  to  this  demand  is  locked  up  for  some  time.  In 
England,  however,  what  money  is  wanted  for  use  in  agri- 
cultural districts  quickly  finds  its  way  back  into  the  towns. 
Money  circulates  rapidly  in  all  districts,  and  our  coinage 
is  sufficient  to  supply  the  need.  At  some  seasons  this 
domestic  need  is  greater  than  others,  but  seldom  so  much 
so  as  to  cause  inconvenience.  But  in  many  countries  the 
case  is  very  different.  In  the  United  States,  for  instance, 
the  autumn  of  every  year  brings  with  it  an  enormously 
increased  demand  for  money  for  the  country  districts, 
money  which  will  pass  from  hand  to  hand  without  the 
intervention  of  the  banks.  In  England  wages  are  almost 
universally  paid  weekly,  but  in  the  agricultural  districts  of 
the  newer  countries  this  is  not  always  the  case.  Conse- 
quently, money  paid  as  wages  in  these  countries  is  tied  up 
for  a  considerable  while ;  it  only  filters  gradually  back  to  the 
banks.  This  gives  rise  to  a  periodical  stringency  of  which 
we  in  this  country  only  feel  the  indirect  results.  Quoting 
again  from  the  Report  of  the  New  York  Currency  Com- 
mittee mentioned  above  (p.  3):  "We  find,  however,  that 
the  monetary  system  is  defective  in  one  most  important 
respect,  namely,  flexibility,  and  that  in  consequence  the 
country's  business  interests  are  at  times  seriously  hampered. 

II.  '  H  H 
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This  defect  is  due  to  restrictions  which  are  unnecessarily 
placed  by  law  upon  the  use  of  bank  credit.  Nearly  fifty  per 
cent,  of  the  people  of  the  United  States  are  engaged  in 
agricultural  pursuits,  and  the  fruits  of  their  toil  are 
harvested  in  the  autumn.  These  harvests,  and  the  market- 
ing of  the  crops  bring  to  bear  on  the  banks  a  two-fold 
strain,  one  for  capital,  the  other  for  currency.  The  demand 
for  capital  comes  from  the  buyers  and  shippers  of  agricul- 
tural products,  and  is,  in  the  main,  satisfied  by  an  expan- 
sion of  bank  loans  and  deposits,  most  of  the  payments 
being  made  by  check  and  draft.  The  demand  for  currency 
comes  principally  from  the  farmers  and  planters,  who  must 
pay  their  help  in  cash"  (i.e.  coin  or  notes). 

These  remarks  apply  to  a  greater  or  less  extent,  mutatis 
mutandis,  to  many  other  countries.  In  Scotland  there  is  a 
pronounced  autumnal  demand  for  an  increased  note  circula- 
tion, due  partly  to  the  custom  of  paying  the  wages  of 
household  servants  and  others  in  May  and  November,  in- 
stead of  weekly  or  monthly.  In  Germany  there  are 
periodical  increases  of  the  demand  for  notes,  especially 
again  in  the  autumn,  which  are  met  by  the  powers  con- 
ferred by  the  "  Elastic  Limit  "  clause  of  the  German  Bank 
Act. 

It  cannot  be  too  clearly  understood  that  in  most  of 
these  countries,  this  demand  cannot  be  met  by  an  increased 
use  of  cheques.  As  we  have  just  seen,  the  conditions  in 
England  are  peculiarly  favourable  to  the  use  of  cheques. 
Town  life  predominates  largely  over  country  life;  com- 
munication is  easy  and  distances  are  short;  practically 
every  branch  bank  in  England  is  within  a  twelve  hours' 
post  of  London,  and  the  work  of  clearing  cheques  is  there- 
fore easy  and  expeditious.  The  Americans,  who  are  not  a 
whit  behind  us  in  banking  enterprise,  would  no  doubt  long 
ago  have  overcome  the  inelasticity  of  their  currency,  whieh 
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has  long  been  a  very  serious  problem  with  them,  by  an 
extended  use  of  cheques,  if  that  had  been  possible.  But 
the  United  States  is  a  country  of  immense  distances,  and, 
over  a  large  part,  of  scanty  population.  A  central  clearing- 
house for  cheques  is  an  impossibility,  and  the  establish- 
ment of  local  clearing-houses  does  not  altogether  overcome 
the  handicap  of  distance.  By  a  large  £>art  of  the  popula- 
tion a  banking  account  is  not  considered  a  necessity,  and 
many  of  those  who  do  keep  an  account,  cannot  make  the 
constant  use  of  it  which  we  do  in  England.  Hence  the 
necessity  for  a  note  issue  capable  of  expansion  or  contrac- 
tion, according  to  the  season  of  the  year  and  other  circum- 
stances, one  to  which  we  in  England  are  almost  strangers. 
Our  English  currency,  embracing  in  this  term  not  only 
coin  and  notes,  but  all  forms  of  paper  money,  is  flexible  in 
a  very  high  degree.  It  is  not  automatically  so,  but  is  con- 
trolled by  the  degree  of  prudence  and  caution  displayed 
by  the  banking  community,  led  by  the  Bank  of  England. 
Of  course,  elasticity,  though  a  very  useful  and  necessary 
attribute  of  any  modern  system  of  currency,  is  one  easily 
capable  of  abuse,  and  a  possible  source  of  extreme  danger. 
The  state  of  our  gold  reserves  must  always  decide  whether 
the  amount  of  cheques  and  notes  in  circulation  or  possible 
circulation  can  be  increased  or  not.  If  gold  is  leaving  the 
country  the  rate  of  interest  charged  to  borrowers  is  raised 
through  the  medium  of  the  Bank  of  England  Eate,  and 
borrowing  is  thus  checked. 

But  although  the  greater  flexibility  of  our  cheque  circula- 
tion prevents  us  from  directly  feeling  the  periodical  pinch 
for  money  which  the  United  States  and  some  other  coun- 
tries experience,  yet  we  indirectly  feel  the  results  of  the 
necessities  of  our  neighbours.  When  America,  or  Scotland, 
or  almost  any  other  country,  finds  the  demand  for  an  in- 
creased note  circulation  exceeding  its  powers  of  supply,  it 
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is  forced  to  import  gold,  and  the  place  where  gold  can  be 
most  surely,  and,  as  a  rule,  most  cheaply  and  easily  ob- 
tained, is  London.  At  such  seasons,  then,  especially  in  the 
autumn  of  each  year,  there  is  a  regularly  recurring  drain  of 
gold,  which  forces  up  the  Bank  Eate  beyond  the  normal 
level  for  the  year,  and,  as  Mr.  Palgrave  has  shown  in 
his  "  Bank  Rate  and  the  Money  Market,"  the  average 
monthly  Bank  Eate  stretching  over  the  period  1845-1900, 
has  been  higher  in  November  than  in  any  other  month, 
the  next  highest  being  December.  In  the  autumn  of 
last  year,  1906,  the  persistent  demands  for  gold  for  export 
caused  the  Bank  Eate  to  be  raised  to  6  per  cent,  on  19th 
October,  and  to  remain  at  that  figure  for  the  remainder  of 
the  year.  Something  like  consternation  has  been  caused 
by  the  very  complete  proof  this  has  afforded  of  the  way 
our  commercial  classes  can  be  handicapped  by  the  demands 
of  foreigners  at  a  time  when  our  trade  has  shown  every 
sign  of  healthy  activity,  and  an  almost  complete  absence 
of  the  speculative  element  which  should  alone  justify  such 
prohibitive  rates  of  interest. 

We  are  faced  by  a  problem  which  bristles  with  difficulties, 
viz.,  how  to  prevent  the  trading  classes  from  being  handi- 
capped by  prohibitive  lending  rates,  without  any  inter- 
ference with  the  free  international  market  for  gold  which 
has  been  our  boast  and  tradition  for  so  long,  and  which  we 
believe  to  be  one  of  the  main  supports  of  the  financial  pre- 
eminence of  London  among  the  nations.  It  is  possible  that 
the  solution  of  the  problem  may  be  helped  by  improve- 
ments in  the  currency  systems  of  other  countries,  notably 
in  the  United  States,  by  which  the  periodical  demand  for 
gold  may  be  lessened,  and  the  paper  circulation  of  these 
countries  be  made  more  elastic.  It  is  almost  certain  that 
an  increase  in  our  central  reserve  of  gold  would  enable  us 
to  tide  over  seasons  of  stringency  with  much  Less  heroic 
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methods   than    are   now   necessary.     Whatever  steps   are 

taken  should  be  by  the  bankers  themselves.  Legislation 
may  be  unavoidable,  but  it  is  sincerely  to  be  hoped  that 
resort  shall  be  had  to  no  legislation  which  shall  fetter  the 
freedom  of  action  which  bankers  have  hitherto  enjoyed, 
and  which  it  must  be  acknowledged  they  have  not  hitherto 
abused. 
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bills  of  exchange  as,  evid- 


ence of  Mr.  S.  Gurney  on,  i. 
292-3. 

how  a  banker  regulates  his 


investments,  i.  293-4. 

Mr.  Ricardo's  comparison 

of  Government  stocks  and 
brokers'  bills  as  bank  invest- 
ments, i.  295. 

Bank  Notes,  the  "Goldsmiths' 
notes "  the  first  bank  notes 
issued  in  England,  i.  24. 

liability  of  banks  for  notes 

forged  or  stolen,  i.  43,  44, 
272-4;  ii.  145. 

first  conviction  for  bank- 
note forgery,  case  of  Vaughan, 
i.  43. 

Prevention  of  Forgery  Act, 

41  Geo.  III.  c.  57,  i.  50. 

Lord    Stanhope's    Act,    i. 

56. 

effects  of  circulation,  i.  133. 

effects    of,     and    checks 

against,  excessive  issue,  i. 
147-60;  ii.  262. 

effect  of  the  circulation  on 


foreign  exchanges,  i.  158-60; 
do.  on  prices,  i.  153-60. 
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Bank  Notes,  exchanges  of,  by 
bankers,  i.  148-9. 

the  note  department  of  a 

bank,  its  book-keeping,  ii.  43- 
4,  48. 

issue  in  Scotland  under  Act 

of  1845,  ii.  175-6. 

circulation  in  Ireland,  Mr. 

Gil  hart's  evidence  before  the 
Banks  of  Issue  Committee,  ii. 
241-4;  do.,  returns  under  the 
Act  of  1845,  ii.  245-6. 

Bank  Notes  under  £5,  notes  of 
less  than  £1  prohibited,  1775, 
i.  44;  notes  of  less  than  £5 
prohibited,  1777,  ib. :  the  Act 
repealed,  and  country  bankers 
issue  £1  notes,  i.  49,  60;  Gov- 
ernment propose  the  abolition 
of  country  notes,  i.  67 ;  as 
issued  by  the  Bank  of  Eng- 
land, 1797-1821 ;  and  as  they 
might  be  issued,  ii.  167-70;  in 
Scotland  and  Ireland,  ii.  167- 
170;  report  and  evidence  on 
circulation  in  Scotland,  ii. 
171-2;  in  Ireland,  evidence 
before  the  Committee  of  1826, 
and  the  Committee's  report, 
ii.  255-62. 

Bank  Notes,  Bank  of  England, 
£5  notes  first  issued,  1794,  i. 
45;  forged,  i.  58;  Peel's  Act 
regulating  payment  of,  &c.,  i. 
58,  59 ;  first  signed  by  machine 
instead  of  hand,  1820,  i.  60; 
great  use  of  £1  notes  in  the 
crisis  of  1825,  i.  65  ;  the  Bank's 
privilege  <>t'  issuing,  i.  75 ;  first 
effect  of  issue  of,  i.  107;  and 
post  lulls  for  remittances,  i. 
142;  the  Bank  Act  of  1844  as 
a  means  of  securing  "  the  con- 
vert ability  of  the  Bank  of 
Enfflandnote,"i.  326-9;  effects 
of  t  heir  issue,  during  the  panic 

of  1847   and  generally,  i.  318- 

.*;.")(; ;  issue  of  since  1844 :  do.  at 
the  branches;  Banker** Maga- 


zine on  the  increased  issue,  ii. 
99-102;  a  legal  tender  except 
when  tendered  by  the  bank 
itself,  ii.  99 ;  not  a  legal  ten- 
der in  Scotland,  ii.  175. 

Bank  Notes,  Bank  of  England, 
mode  of  dealing  with  dead, 
ii.  107  ;  suggested  revival  of 
£1  notes,  ii.  414-6. 

Bank  Notes,  Country,  ii.  144  et 
seq.  ;  duties  on,  i.  51,  57,  72; 
returns  of  required,  i.  110-1; 
Irish  and  Scotch,  ditto,  i.  Ill ; 
circulation  of,  compared  with 
that  of  Bank  of  England,  in 
the  country  bankers'memorial 
to  Government,  1833,  i.  111-7; 
J.  H.  Palmer  on  the  same,  i. 
117;  and  speculation,  i.  151; 
absence  of,  and  presence  of 
speculation  in  Liverpool,  i. 
151-2;  and  the  Bank  Act  of 
1844,  i.  336 ;  the  present  posi- 
tion of  issues,  ii.  460-9. 

Bank  Notes.  See  also  Notes, 
Bank  of  England,  Circidation, 
Banks  of  Issue,  *xc. 

Banks,  decrease  in  the  number 
of,  ii.  449-55. 

the  union  of,  the  Acts  and, 

ii.  264. 

See  &\so  Bank,  Banking,  &c. 

For  the  different  kinds  of, 


banks  see  Country  Banks, 
Private  Banks,  Loan  Banks, 
Joint-Stock  Hoiks,  Ikv.  &c. 
Also  for  particular  banks  see 
under  their  names,  as  Bank  of 
England^  London  and  West- 
minster Bank,  &c.  &c 

Banks  of  Issue,  Committee  on, 
1840- 1,  and  country  banks,  ii. 
149,  168-64, 

Mr.  J.  W.  (i  ill  .art's  evid- 
ence on,  before  the  House  of 
(  \>nininns'<  'onnuittee,  1841,  ii. 
113-24. 

Mr.  Gilbart'a  evidence  on 


those  in  Ireland,  ii.  242-4. 
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Banks  of  Issue,  English  and 
Scotch,  differences  I  >< 'tween 
them,  ii.  I7(i  7. 

"one  Bank  of  Issue,"  Mr. 

Cotton's  view  in  favour  of  this, 
"  the  ultimate  oojecl  "  of  the 
Bank  Act  of  1844,  and  Mr.  J. 
W.  Gilbart's  evidence  before 
the  Committee,  ii.  117-24. 
Mi-.  Kennedy  on  the  "one 


bank  of  issue"  theory,  ii.  183. 

Mr.  R.  Murray  on  the  pro- 
position of  one  bank  of  issue 
for  Ireland,  ii.  261-2. 

"Banker,  What  is  a?  "  question 
asked  in  Parliament,  1746, 
with  the  answer,  i.  214. 

Banker,  the,  what  he  should  and 
should  not  be  personally,  i. 
228-32. 

need  not  be  a  man  of  talent, 

but  should  be  a  man  of  wis- 
dom, i.  228. 

his  selection  of  assistants, 

i.  232-3. 

taking  new  accounts,  i.  240. 

how  he  should  judge  of  his 

customers,  i.  235-8. 

the  general  principles  he 

should  adopt,  i.  239. 

the   provision    he    should 

make  for  sudden  demands,  i. 
293. 

how  to  deal  with  specula- 
tive customers,  i.  247-8.  For 
Banker  see  also  Banking,  &c. 

Bankers'  Magazine,  on  bankers' 
liability  for  stolen  notes,  i. 
273. 

Bankers'  returns  of  names  of 
firms,  &c. ,  annual,  under  the 
Bank  Act  of  1844,  ii.  129-30. 

Bankers,  London,  i.  107-8. 

London,  their  deposit  ac- 
counts with  the  Bank  of  Eng- 
land, i.  364-5. 

publication  of  balances,  i. 

92. 

a    self-dependence  policy 


forced  upon  them  by  the  Bank 
Ad  of  1844,  i.  :ur>-r,<;. 
Bankers,    small,   and  large  ac- 
counts, i.  241-2. 

Stock  Exchange  transac- 
tions, as  they  concern,  i.  296- 
300. 

their    liability   for  stolen 

notes,  i.  272-4. 

Banking,  origin  of,  i.  1 ;  a  mod- 
ern art,  i.  1;  ancient,  i.  2; 
Babylonian,  Egyptian,  Jew- 
ish, i.  3;  in  ancient  Greece,  i. 
3-7 ;  in  ancient  Rome,  i.  7 ; 
private,  in  disrepute,  as  usury, 
with  the  ancients,  i.  8;  re- 
vived by  the  Jews  in  Lom- 
bardy,  i.  9;  by  the  Florentines 
in  the  fourteenth  century,  i. 
9;  private  and  public,  i.  10, 
211 ;  in  Spain,  i.  11 ;  in  Venice, 
i.  10;  in  Genoa,  i.  11;  in 
Amsterdam,  i.  12;  modern, 
modelled  on  that  of  Am- 
sterdam, i.  12;  in  England, 
rise  of,  i.  13-29;  borrowing  by 
bankers  commenced,  1645,  i. 
23 ;  the  first  "  run  "  on  a  bank, 
1667,  i.  27,  28 ;  early  history 
of  "state  banks,"  and  " char- 
tered banks,"  ii.  217-8. 

Banking,  the  nature  of,  i.  214-6. 

modern,  and  bills  of  ex- 
change, i.  161,  et  seq. 

Scotch  and  English  sys- 
tems, difference,  i.  118. 

See    also    Bank,   Banker, 


&c 

Banking  legislation,  1879-80,  ii. 
397-422.     See  also  Act,  &c. 

Banking  offices,  number  of  open, 
ii.  445. 

Bankrupt,  origin  of  the  word ,  i.  9. 

Baring  and  Co.  effect  a  loan  of 
£2,500,000  from  the  Bank  of 
France  to  the  Bank  of  Eng- 
land, in  the  pressure  of  1839, 
i.  309. 

liquidation  of,  i.  94. 
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Baring  Crisis,  1890,  i.  94;  ii. 
423  et  seq. 

Bo  niccV s  Bank,  at  Liverpool, 
failure,  ii.  308. 

Bayley,  Justice,  on  bills  of  ex- 
change, quoted,  i.  276-81. 

"Bearing"  operations  in  Ame- 
rica, 1857,  and  their  disastrous 
consequences,  ii.  302. 

Bell,  G.  M.,  "Philosophy  of 
Joint-Stock  Banking,"  quo- 
ted, i.  398-403. 

Bell,  R.,"  Letter  to  J.  W.  Gil- 
bart,  Esq.,  on  the  Relative 
Merits  of  the  English  and 
Scotch  Banking  System," 
quoted,  ii.  178. 

BelVs  "  Commentaries  on  the 
Laws  of  Scotland,"  quoted  on 
the  "limited"  character  of 
the  liability  of  chartered 
banks,  ii.  408-9. 

Benefit  Societies  and  saving 
banks,  i.  208. 

Bill-brokers,  bankers'  transac- 
tions with,  i.  349-50. 

Bill  department  of  a  bank,  the 
book-keeping,  ii.  35-40. 

Bills,  bankers  as  custodians  of, 
i.  221. 

re-discounting,     i.    244-7  ; 

the  practice  at  Manchester 
and  Newcastle-upon-Tyne  a 
great  cause  of  the  failures 
there,  i.  244-7. 

See  also  Bills  of  Exchange, 

Post  Bills,  &c. 

Hills  of  Exchange,  i.  29,  161-86, 
254-84. 

origin  of,  i.  140,  161-2. 

nature  of,  i.  161-2. 

advantages  of  their  use :  I. 

in  transferring  debts,  i.  165; 
II.  in  promol ing  prompt  pay- 
ments, i.  166;  III.  for  extend 
ing  business,  i.  167;  IV.  as 
affording  guarantees,  i.  167; 
V.  in  removing  capital  from 
one  trade  to  another,  i.  I  lis. 


Bills  of  Exchange,  classes  of,  i. 

169. 
"long  dated"  and  "short 


dated,"  i.  170-2. 

—  Notaries  public  and  the 
noting  and  protesting  of  bills 
of  exchange,  i.  173-6. 

—  rate  of  discount,  i.  176- 
183. 

—  effect  of  discounts  on  the 
circulation,  i.  184. 

—  "  discounting  "  and  "  sell- 
ing," terms,  i.  162. 

—  price  of  =  rate  of  exchange, 
i.  164. 

—  "  par  of  exchange,"  term, 
i.  165. 

—  the  business  of  bankers 
with  them,  i.  254-84. 

—  acceptance,  i.  259,  260. 

—  indorsement,  i.  257-9. 

—  form  of  a  bill,  i.  256. 

—  form  of  a  promissory  note, 
i.  264. 

days  of  grace  allowed  to  a 


bill,  i.  257. 

—  bills  and  promissory  notes 
payable  on  Sundays  and  holi- 
days, i.  257. 

—  ' '  cases  of  need  "  upon  bills, 
i.  261-2. 

—  documentary,  i.  263. 
-  fictitious  payees  of  bills,  i. 


258. 


—  inland  and  foreign,  i.  256, 
265-9. 

—  drawn  from  Isle  of  Man 
and  Channel  Islands,  i.  264-5. 

—  accepted  "  for  honour  of  " 
drawer,  &c.,  i.  260. 

-  unaccepted,  i.  260. 

tabic  of  stamp  duties  on, 


and  Act  54  and  iSi)  Vict.  c.  39, 
is«.)l  on,  i.  21)4-70. 
—  the  term,  what  it  includes, 


l.  1',).). 


and  minors,  i.  271. 

lu-t  and  stolen,  i.  271-2. 

alterations  in,  274. 
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Bills  of  Exchange,  time  of  pre- 
sentation of,  i.  276-7. 

presental  ion  of,  at  Clearing- 
Souse,  i.  27»». 

after-due  negotiation  of,  i. 


277. 


—  Lodged    with  a  banker,   i. 
277-8. 

—  notice  of  dishonour  of,  i. 


277-81. 

—  "sets"  of  foreign  bills,  i. 
256,  -JOS. 

—  foreign,  table  giving  the 
foreign  terms  in  English,  i. 
281-4. 

—  forms  of,  in  eight  foreign 
languages,  i.  282-4. 

-re-discounting,  i.  161. 
versus  cash  credits,  i.  191- 


193. 


as    bank    investments,    i. 

291-3;  practice  in  Lancashire, 
and  evidence  of  Mr.  8.  Gur- 
ney  in  favour  of,  i.  291-4. 

Bills  of  Exchange  Act,  1882,  i. 
255. 

See  also  Bills,  Government 

bills,  Discounting,  lie  -  dis- 
counting, &c. 

Bills  of  Lading,  as  security,  i. 
250. 

Bonds  and  deeds,  to  guard 
against  forgery  in,  i.  243-4. 

Book-keeping,  Banking,  i.  421-2; 
ii.  20-74;  the  horizontal  sys- 
tem, ii.  61-7;  preliminary 
practice  for  clerks,  ii.  21-6 ; 
handwriting,  J.  W.  Gilbart's 
"Lectures  on  Ancient  Com- 
merce" quoted,  ii.  21-2;  the 
customers'  Signature  -  Book, 
ii.  26 ;  the  customers'  Pass 
or  Cash-Book,  ii.  26 ;  terms 
in  bankers'  book-keeping,  ii. 
27-8  ;  cashier's  Received- 
Waste-Book,  ii.  28  ;  horizon- 
tal do.,  ii.  61-3 ;  do.  Paid- 
Waste-Book,  ii.  29 ;  horizon- 
tal do.,  ii.  63-4;    do.  Money- 


Book,  ii.  •'!«>  ;  <l<>.  ( lash,  Stock, 

Make-up- Book,  or  Effects- 
book,  ii.  30-1 ;  do.  Day-Book, 
ii.  31,69-70;  do.  Current-Ac- 
count-Ledger, ii.  33,  70-1,  and 
progressive  plan  of  keeping  it, 
ii.  33;  do.  Check-Ledger,  ii. 
07-.S  ;  do.  Deposit- Receipt- 
Book,  ii.  34;  Bill-Depart- 
ment, Bill  Register,  ii.  35 ; 
do.  Discount-Register,  ii.  35; 
do.  Bill-Ledger,  ii.  36;  do. 
I  >iscount  Ledger,  ii.  36;  do. 
Bill-Journal,  ii.  36  ;  do.  Dis- 
count-Journal, ii.  36  ;  do.  the 
Lists  or  Walks-Book,  ii.  37; 
do.  Unpaid-List  or  Take-up- 
Book,  ii.  38 ;  Country  De- 
partment, ii.  40-3  ;  Note  De- 
partment, Note  Register,  ii. 
43  ;  do.  Register  of  Cancelled 
Notes,  ii.  44  ;  Branch  De- 
partment, ii.  44  ;  the  General 
or  Impersonal  Ledger,  ii.  44, 
52,  71  ;  the  General-Balance- 
Book,  ii.  45-7,  53;  the  periodi- 
cal balances,  ii.  52-7  ;  daily 
balance,  ii.  52 ;  weekly  bal- 
ance, ii.  53  ;  half-yearly  bal- 
ance, and  do.  book,  ii.  54 ; 
form  of  Profit  and  Loss  Ac- 
count for  year,  ii.  55. 

Book-keeping,  joint-stock  bank, 
Shareholders'  Register,  ii.  57; 
do.  Transfer  Register,  ii.  57; 
do.  Proprietors'  Ledger,  ii. 
57. 

bad,    failures    through,   i. 

421-3. 

See  also  Bcdance  Sheets, 


Books,  &c. 

Books  a  banker  should  keep. 
See  Book-keeping. 

Borrowing.  See  Money  Borrow- 
ing. 

Bradford,  joint-stock  bank  at, 
the  second  established  in  Eng- 
land, ii,  135. 

Branch  Banks,  i.  125-30. 
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Branch  Banks,  their  establish- 
ment an  effect  of  the  forma- 
tion of  joint-stock  banks,  i. 
125. 

comparative  merits  of  such, 

of  private  banks,  and  of  inde- 
pendent joint-stock  banks,  i. 
125-30. 

best    for    small    towns,    i. 


130. 

their  remittance  business, 


i.  142. 

—  in  Scotland,  i.  219;  ii.  179. 
-  spread  of,  ii.  444-9. 
See  also  Branches,  Bank  of 


England,  &c 

Branch  Banks  of  the  Bank  of 
England,  i.  68-70,  130. 

a   list  of  them;   a  list  of 

those      discontinued ;      their 
notes,  &c,  ii.  109-11. 

"Branch  Manager,  Letters  to 
«."   See  Bullion,  Thomas. 

Branches,  supervision  of,  i. 
421-3. 

their  inspection,  as  pursued 

by  the  Provincial  Bank  of  Ire- 
land, ii.  238. 

Branches  of  Joint-Stock  Banks, 
i.  405. 

advantages  and  disadvan- 
tages of  the  system  compared 
with  that  of  private  banks,  i. 
405-10. 

capital    of    banks    having 


many  branches,  i.  408. 

managers,  &e.,  of,  i.  408-9. 

of  Scotch  banks,  i.  409. 

of  Irish  hanks,  i.  409. 

county  and  district  banks 

com  I  Hired    with    branches    of 

metropolitan  banks,  i.  409-11. 

For  Branches,  see  also  Branch, 

Branch  Banks  of  the  Bank 

of  England,  &c. 

Brewster,  Sir  Francis,  liis  pro- 
position of  "  Banks  and  Lum- 
bers" (/.'■.  Lombards),  L695,  i. 
L98-9. 


British  Linen  Company  (Scotch 
bank),  i.  290;  ii.  219,  407,  et 

SCq. 

Bullion,  gold  and  silver,  trans- 
actions in  by  the  ancients, 
i.  2. 

Committee,  House  of  Com- 
mons, 1810,  report,  i.  52-55: 
the  report  and  the  Bank  of 
England  directors  on  effects 
of  notes  in  circulation  on 
foreign  exchanges,  i.  158. 

and  securities  of  the  Bank 


of  England,  statements  of,  i. 

76,  78,  86. 
—  accounts  of  the  Bank  of 
England  during  the  pressure 
of  1836,  i.  304. 

Bank  of  England,  the  pre- 


sent assay  of,  ii.  111. 
"Bullion,  Thomas,"  his  "  Let- 
ters to  a  Branch  Manager, " 

quoted,  i.  238. 
Buying  or    selling  stock    "for 

money"  and  "for  time,"  i. 

298-9.' 
Byles,     Serjeant,    on    bankers' 

liabilities  for  stolen  notes,  i. 

272. 
"On  Bills  of  Exchange," 

quoted,  i.  272,  276. 


Caledonian    Bank,    failure,    ii. 

371. 
Californian     and     Australian 

gold,  importations  of,  and  the 

Bank  of  England,  1849-55,  i. 

383-4. 
Calls  upon  Shares,  i.  394. 
"Cambium  Regis,'  by  ( Jharlesl. 

See  Charles  I.,  i.  15,  16. 
Campbell,   Lord,   judgment    in 

stolen  banknote  case.   Spiel 

niann  v.  Bank  of  England,  i. 

273  4 
Capital  of  a  bank  of  two  sorts, 

invested  and  borrowed,  i.  131. 
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Capital  of  joint-stock  hanks,  i. 
389  91,  415. 

increasing  a  bank's  capital 

by  calls  and   by  the  issue  of 
new  Bhares,  i.  392-4. 
—   of       Colonial       chartered 
banks,  i.  392;  ii.  407  ct  sen. 
—  of  banks  having  branches, 
i.  408. 

of  the  Bank  of  England,  i. 

99-100,  361. 

'  'ard  indexes,  ii.  18. 

( 'ash,  the  term,  ii.  27. 

Cash  articles,  the  term,  ii.  27. 

Cash  credit,  a,  i.  187. 

advantages  of,  i.  187,  evid- 
ence hefore  the  Parliamentary 
Committee  of  1826  on  the 
system  as  practised  in  Scot- 
land, ii.  188-97. 

Adam  Smith,  "Wealth  of 

Nations,"  quoted  on,  i.   189- 
91. 
-  n  rsus  hills  of  exchange,  i. 


191-3. 

the  system  wanted  in  Ire- 


land, ii.  263. 

Cash  credit  banks,  i.  187-93. 

Cash  payments,  suspension  of. 
See  Suspension. 

Cash  reserves  of  banks,  ii.  430- 
441. 

Cashier's  department  of  a  hank, 
ii.  11-12.  See  also  Book-keep- 
ing- 

"  Case  of  need;'  term,  i.  176, 261. 

( 'hamberlain,  D.  Hugh,  the  real 
projector  of  the  Bank  of  Eng- 
land, i.  30. 

Chancery,  Court  of,  deposit  ac- 
count with  the  Bank  of  Eng- 
land, i.  363. 

Channel  Islands,  hills  drawn 
from,  i.  264-5. 

( '.'ho rge,  a,  term  at  the  Clearing- 
House,  ii.  281. 

Charitable  Musical  Society, 
(Loan  Bank),  of  Dublin,  1780, 
i.  199. 

II.  I  I 


Charity  or  I. nan  Banks  for  the 
poor,  i.  200. 

Sir  I'.  Brewster's  proposi- 
tion for  (1695),  i.  198-9. 

Monies  pietatis,  "  Lom- 
bard" banks,  &c.,  i.  197-8. 
See  also  Loan  Banks. 

Charles  I.  re-establishes  the 
office  of  Royal  Exchanger, 
and  prohibits  private  money- 
changing,  i.  15,  16. 

his  "Cambium  liegis,"  i. 

15,  16. 

seizes  £200,000  of  the  mer- 
chants' money  lodged  in  the 
Mint  (1640),  i.  24. 

Charles  II.,  his  transactions 
with  the  London  bankers,  and 
repudiation  of  £1,328,526  due 
in  1672,  i.  28. 

Charter,  Bank  (of  England). 
See  Bank  of  England,  and 
Bank  Act. 

Chartered  Banks,  the  privileges 
of,  ii.  218-9;  407-10. 

of  Scotland,  i.  290-1.     See 

also  Scotch  Chartered  Banks. 

Colonial.       See      Colonial 

Banks. 

Check-Ledger,  ii.  33,  67-8. 

Cheques,  altering  figures  on,  i. 
244. 

and  notes  payable  on  de- 
mand, "reasonable  time"  of 
presentation,  i.  275. 

Cheques,  detection  of  forged,  i. 
243. 

mode    for    printing     and 

numbering  them,  i.  243. 

take  the  place  of  notes,  ii. 

463-9. 

Child  and  Co.'s  Bank,  i.  108. 
Child,  Sir  Josiah,  on  the  effects 

of  banking  upon  the  rate  of 

interest,  i.  179. 

his  attack  on  the  Gold- 
smith bankers  in  his  "New 
Discourse  of  Trade,"  i.  26, 
27. 
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China,  English  banks  for.     See 

Colonial  Banks. 
Circulation,  the  word,  ii.   116, 

267. 
the,  effects  of  discounts  on, 

i.  184. 

country,  the  principles  of, 


extract  from  Mr.  J.  W.  Gil- 
bart's  evidence  in  reply  to 
Sir  R.  Peel  before  the  Banks 
of  Issue  Committee,  ii.  158- 
164. 

—  present  position  of  the,  ii. 
460-9. 

See  also  Banks  of  Issue, 


Circulation  Banks,  Currency, 

Notes,  &c. 
Circulation,   Banks  of,  i.   147- 

60. 
compared  with   banks    of 

deposit,  i.  43,  132-3. 

charges  against   them,  i. 


147. 

—  their  excessive  issue  of 
notes,  checks  against  this,  i. 
147-160. 

—  charge  of  their  increasing 


speculation,  i.  151-7. 
—  their  remittance  business, 
i.  142. 

See  also  Banks  of  Issue, 


Circulation,  Notes,  &c. 

City  and  County  Bank,  failure, 
ii.  359. 

Clark,  Punchard,  and  Co.,  fail- 
ure, ii.  358. 

Clay,  Mr.,  and  the  report  of  the 
House  of  Commons'  Secret 
Committee  on  the  joint-stock 
bank  speculation  which  led 
to  the  pressure  of  1836,  i. 
303-5. 

Clearing,  or  Exchanges,  system 
in  Ireland,  with  the  rules, 
&c.,  ii.  268-71. 

Clearing  Hanks,  as  agents  to 
country  bankers,  ii.  131. 

Clearing- House,  the  Bankers', 
ii.  272-98. 


Clearing -House,  advantages  of, 
i.  293. 

origin  and    progress,    ii. 

272-6. 
-  rules,  ii.  276-80. 

operations,    with    forms, 


&c,  ii.  280-95. 
—  terms  and  books  used,  ii. 
281-2. 
-  country  clearing,  ii.  287-8. 
metropolitan  clearing,  ii. 


289-91. 

—  table    of    business    done, 
1839-1905,  ii.  296. 

clearing  in  Scotland,   Ire- 


land, &c,  ii.  297. 
—  Edinburgh,  rules,  system 
of    exchanges,    &c. ,   ii.    207 
213. 

presentation  of  a  bill  of  ex- 


change at,  i.  276. 

Clearing- House  and  Clearing. 
See  also  Exchanges. 

Coinage  Act,  1891,  ii.  112. 

Coinage,  early,  of  England,  i. 
13-17. 

Collie  and  Co. ,  failure,  ii.  360. 

Colonial  chartered  banks,  cap- 
ital of,  i.  393;  ii.  418-22; 
projected  legislation  on  their 
charters,  1881,  ii.  418-22. 

Colonial  Bank  of  Australasia 
versus  Marshall  and  another, 
i.  244. 

Commercial  distress  in  1793,  i. 
45;  in  1811,  i.  54,  55.  See 
also  Pressure,  Sec. 

Commercial  Bank,  the,  i.  425; 
ii.  137. 

Commercial  Bank  of  Scotland, 
i.  291. 

Commercial  bills  as  bank  in- 
vestments, i.  291-3.  See  also 
Hills. 

Companies.  See  their  several 
kinds  as  Merchants,  Joint- 
Stock,  &c,  &c. 

Competition  among  bankers,  ii. 
455-9. 
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Contois  as  l»;nik  investments,  i. 
291. 

selling  price  of,  i.  298.    See 

also  Stocks,  Thrce-per-Cents., 
&c. 

Consolidated  Bank,  failure,  ii. 
320. 

Corn  trade  failures,  the,  which 
led  to  the  pressure  of  1847,  i. 
325,  419. 

"Continuation,"  the,  in  stock- 
dealing,  i.  299. 

Cotton,  Mr,,  on  bank-note  cir- 
culation and  the  Bank  Act  of 
1844,  ii.  117-8. 

Country  Banks,  i.  109-17;  rise 
and  progress,  i.  109;  their 
business,  i.  109-17 ;  their 
note  circulation,  and  me- 
morial of  country  bankers  to 
Earl  Grey  and  Lord  Althorp, 
1833,  i.  108-13;  issue  of  £1 
notes,  i.  49,  60;  duties  on 
their  notes,  i.  51,  57;  the 
Bank  Act  of  1844  restrictive 
of  their  circulation,  i.  336-7; 
in  1822,  i.  61;  their  agencies, 
and  remittance  business,  i. 
141;  their  business  at  London 
banks,  ii.  40-3,  149-50. 

Country  Private  Banks.  See 
Private  Banks. 

Country  Joint-Stock  Banks.  See 
Joint- Stock  Banks. 

Country  Banks.  See  also  Coun- 
try Bankers,  County  Banks, 
&c. 

Country  Bankers,  their  view  of 
the  causes  of  the  panic  of 
1825,  i.  70;  their  agitation 
against  the  inequality  of 
duties  on  notes  results  in  an 
Act  for  their  relief,  i.  72; 
their  complaint  against  the 
Bank  of  England  branch 
banks,  i.  79,  80. 

County  and  district  banks,  com- 
pared with  Metropolitan  banks 
having  branches,  i.  409-11. 


Credit,  abuse  of,  as  a  cause  of 
panics,  ii.  321-7. 

fictitious,  the  system  traced 

in  the  panics  of  1857,  &C.,  ii. 
321-7. 
Credit,  Cash.    See  Cash  Credit. 

Credit,  Letters  of,  altering  fig- 
ures on,  i.  244. 

Crisis,  the,  of  1875,  ii.  344-63; 
Franco-German  war  and  pay- 
ment of  the  indemnity,  effects 
in  France,  Germany,  and 
England,  ii.  346-50;  Ameri- 
can Railway  enterprise  and 
panic  of  1873-4,  ii.  351-7; 
South  American  failures,  ii. 
357-8;  Iron-trade  failures,  ii. 
358-61;  failure  of  Collie  and 
Co.,  ii.  360-3. 

Crisis,  the,  of  1878,  ii.  364- 
396;  City  of  Glasgow  Bank 
failure  and  prosecution,  ii. 
364-90;  Western  Bank  of 
England  failure,  Heugh,  Bal- 
four, and  Co.,  failure,  &c,  ii. 
392. 

See  also  Panic,  and  Pres- 
sure. 

Cromwell  re-admits  the  Jews  to 
England,  i.  20. 

' '  Cross-firing, "  =  one  drawing 
bills  upon  another  who  is 
drawing  upon  him,  i.  251. 

Currency  Act  (Ireland)  of  1826, 
its  provisions,  ii.  224-5. 

theory  of  the  Bank  Act  of 

1844,  i.  318-56. 

laws  and  the  Bank  of  Eng- 


land, summary  of  Mr.  J.  W. 

Gilbart's  evidence  before  the 

Banks  of  Issue  Committee,  ii. 

118-24. 
laws  and  the  country  banks, 

Mr.  J.  W.  Gilbart's  evidence, 

ii.  158-64. 
Currency,  in  Scotland,  the  laws 

of  the,  ii.  181-8. 
laws  of  the,  in  Ireland,  ii. 

241-53. 
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'  Currency  and  Banking,"  Mr. 

J.    W.   Gilbart's,    quoted,   i. 

319. 
:'  Currency,  On  the  Regulation 

of  the,"  by  R.   Bell,  quoted, 

ii.  178. 


D. 

Days  of  grace.     See  Grace. 

"  Dead  loans;'  i.  196,  245-51. 

"  Dead  securities,"  i.  366,  416-8  ; 
ii.  387-92. 

"Dead  weight,"  the,  Bank  of 
England  loan  to  the  Govern- 
ment, i.  62,  366. 

Deeds,  as  security,  i.  249. 

and  bonds,  to  guard  against 

forgery  in,  i.  243-4. 

Deficiency  Bills,  i.  367. 

Deliver  and  Delivery,  terms  at 
the  Clearing-House,  ii.  281. 

Dennistoun  and  Co.,  failure,  ii. 
303. 

Deposit,  Banks  of,  i.  125-30. 

their  operations,  compared 

with  those  of  banks  of  circula- 
tion, i.  132-3,  146. 

the  system  of  deposit  might 

supersede   metallic  currency, 
i.  138. 

private  banks  as  deposit 


banks,  i.  135. 
—  Scotch    banks   as,    i.    135, 
205;  ii.  232-42. 

the  Bank  of  England,  its 


deposit  accounts,   public  and 

private,  i.  363-5. 
Deposit  Banks.  See  also  Savings 

Banks. 
Deposits,  rate  of  interest  on,  i. 

315. 
hi  rectors,    the     duties     <»t',     ii. 

385. 
the  compulsory  retirement 

of,  ii.  265. 

t  heir  salaries,  i.  433-4. 
boards  of,  &c.,  age  of  mem* 


Directors,  and  managers  of  joint- 
stock  banks,  qualities  they 
should  possess,  and  how  they 
should  work  together,  i.  395- 
404,  417. 

their  appointment  and  plan 

of  work,  in  the  case  of  the 
Provincial  Bank  of  Ireland, 
ii.  233-8. 

and  governors  of  the  Bank 


bers,  Taylor  <>n,  i.  398. 


of  England,  mode  of  election, 
qualifications,  &c,  i.  94-5, 
357-8. 

of  banks  that  have  failed, 

i.  415. 

Discount,  effect  of,  on  the  circu- 
lation, i.  184. 

banks  of,  i.  161-86. 

rate  of,  i.  100-6,  176-84. 

Discounting,  i.  242-5,  254. 

by  the  Bank  of  England, 

i.  45,  93,  370-3;  rate  reduced 
under  Act  of  1844;  minimum 
rate  introduced,  1845 ;  the 
"  Bank  rate  "  and  the  "  mar- 
ket rate  "  of  interest,  i.  370-3. 
See  also  Re-discounting. 

Dividend,  declaration  of,  by 
joint-stock  banks,  i.  414. 

declaration  of,  the  plan  of 

the  Provincial  Bank  of  Ire- 
land, ii.  239-40. 

Dividends,  Bank  of  England 
payment  of,  additional  facili- 
ties for,  ii.  111. 

and   bonuses  paid    by    the 

Bank  of  England,  i.  97-8. 

Dobbin,  L.,  evidence  on  small 
notes  in  Ireland,  ii.  257. 

Dock  warrants,  as  security,  i. 
250. 

Documentary  Bills  of  Exchange, 
i.  263. 

Dollars  issued  by  the  Bank  of 
England,  L803,  i.  56, 

Douglas,    H.   A.,  evidence   on 

sum  11  miles  in  1  re  land,  ii.  260-1. 

Draft.  See  Cheque,  Govern' 
mini  Drafts,  &c, 


INDIA. 


|.«r, 


Draw  r,  the  term,  i.  255. 

"Drawing  bills.  See  /;///*  and 
/;///\  0/  Exchange. 

Duncan,  Mr.,  Scotch  savings' 
banks  at  Kuthwell  and  other 
places  promoted  byhim,i.202. 


E. 

Edinburgh,  Mr.   Forbes's  sav- 
ings' bank  there,  i.  202-4. 
Egypt,  ancient,  banking  in,  i. 

"  Entering  short,"  in  bank  book- 
keeping, ii.  37. 

"Elastictimit  "  of  German  Note 
Issue,  ii.  437-9. 

Esdaile  and  Co.,  failure,  i.  306-7. 

European  Bank,  failure,  ii.  320. 

Exchange,  bills  of.  See  Bills  of 
Exchange. 

Exchange,  rate  of.  See  Bate  of 
Exchange. 

Exchanges,  the  Scotch  system 
of,  rules  of  the  clearing,  &c. , 
ii.  207-13. 

See     also     Clearing     and 

Clearing -House. 

Exchanger  Royal,  office  of  (and 
Royal  Exchange),  established 
by"  Edward  III.,  i.  13;  re- 
established by  Charles  L,  i. 
14 ;  the  office  lapses  after  the 
reign  of  Charles  I.,  i.  17.  See 
also  Old  'Change. 

deposit  account  with  the 

Bank  of  England,  i.  363-4. 

Exchequer  Bills,  i.  291 ;  as  bank 
investments,  i.  291-2,  366. 

Exeter  branch  of  the  Bank  of 
England,  its  closing,  ii.  110. 


Failures,  bank,  through  "  nurs- 
ing an  account,"  i.  252. 

through  having  no  reserve 

fund,  i.  425. 


Failures,   of  joint-stock   banks, 
an  inquiry  into  their  cau>< 
i.  414-35. 

See  also  Pressure,  Panic, 

Crisis,  &c. 
"  Fief  it  inns"  payee,  i.  258. 
Flanders,  Countess  of,  interest 
paid  by  her  to  the  Jews  (13th 
century),  i.  22. 
Florence,  banking  in,  in  the  14th 

century,  i.  9. 
Forbes,  Mr. ,  his  savings'  banks 
in    Edinburgh,    &c,    i.    202- 
204. 
Foreign  and  Colonial  Review, 
its  articles  on  the  Currency 
Laws,  quoted,  ii.  114,  156. 
Foreign  Bills  of  Exchange.   See 

Bills  of  Exchange. 
Foreign  Exchanges,    effects  of 
notes  in  circulation  on,  i.  158- 
160. 
Foreign     Loans,     in     England 
about     1823-5,    a    list,    with 
names  of  contractors,  prices, 
&c,  i.  64. 
For g erg,    of   bank    notes,    first 
conviction  for,  i.  43. 

detection  of,  i.  243-4.    See 

also  Bank  Notes. 
Fothergill,   Hankey,   and    Co., 

failure,  ii.  359,  393. 
"  Four-per- Cents.,  Old,"  be- 
come "  Three-and-a-half  per 
Cents.  Reduced,"  1824,  i. 
62. 
France,  the  Franco- German  war 
and  payment  of  the  indem- 
nity, monetary  effects  in 
France,  Germany  and  Eng- 
land, ii.  346-52. 

Bank  of,  loan  by,  to  the 

Bank  of  England  in  the  pres- 
sure of  1839,  i.  309;  and  in 
1890,  ii.  427. 
"  Funds,  the"  i.  296. 
public,  in  the  Bank  of  Eng- 
land, i.  92.  See  also  Stocks, 
&c. 
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G. 


Gambling  in  currency,  remedy 
of  the  Bank  of  Amsterdam 
for  it,  i.  12. 

Genoa,  Bank  of,  called  the 
Chamber  of  St.  George,  1407, 
i.  11;  ii.  218. 

Germany,  the  Franco-German 
war  and  payment  of  the  in- 
demnity, effects  of  in  France, 
Germany,  and  England,  ii. 
346-52. 

Elastic  limit  of  note  issue 

in,  ii.  437-9. 

Gilbart,  Mr.  J.  W.,  and  the 
management  of  the  London 
and  Westminster  Bank,  i. 
xviii-xx;  ii.  136-8. 

his    evidence    before    the 

Banks  of  Issue  Committee  on 
the  circulation  of  notes  in 
Ireland,  ii.  242-4. 

his   evidence   against   the 

"  One  Bank  of  Issue  "  idea, 
ii.  118-24. 

his  ' '  Westminster  Re- 
view "  article  condemnatory 
of  the  plan  of  the  Bank  Act 
of  1844,  quoted,  i.  319. 

his  "  Foreign  and  Colo- 
nial Review "  article  on  the 
currency  laws,  quoted,  ii.  1 14- 
117,  156-8. 

his    evidence    before    the 


( iommittee  on  Banks  of  Issue, 
1841,  ii.  158-64. 

—  iibstractof  his  paper  before 
the  British  Association,  on 
the  "  Laws  of  the  Currency 
in  Ireland  since  1845,"  ii. 
245-53. 

—  verification  of  his  estimate 
of  the  effects  of  the  Bank 
Act  on  the  rate  of  interest, 
ii.  299 

—  his  "  Currency  and  Bank- 
ing," quoted,  i.  .*>!!>. 


Gilbart,  Mr.  J.  W.,his  "His- 
tory and  Principles  of  Ancient 
Commerce,"  quoted,  i.  231. 

memoir,  i.  xv-xxi. 

Gladstone  Government,  1880, 
memorialized  by  the  Scotch 
chartered  banks  on  limited 
liability  and  the  note  issue, 
ii.  411-7. 

its  dictum  that  the  right  of 

issuing  notes  appertains  to 
and  should  be  controlled  by 
the  State,  ii.  415. 

Glasgoiv,  City  of,  Bank,  failure, 
1878,  i.  253 ;  ii.  364-90,  397. 

disclosures,    ii.  368;    trial 

and  conviction  of  the  directors, 
ii.  375  et  seq.  ;  the  liquidation, 
ii.  371-2;  causes  of  the  failure, 
ii.  387-92 ;  effects  of  the  fail- 
ure, ii.  397. 

Gloucester  Banking  Co.,  ii.  110. 

Gloucester  Branch  Bank  of  Eng- 
land, established  1826,  i.  68- 
70;  its  closing,  ii.  110. 

Glyn,  Mr.  G.  Carr,  his  evidence 
on  London  private  banks,  1832, 
ii.  131-2. 

Gold  coinage  in  England,  early, 
i.  13. 

Bank  of   England   price; 

ii.  126. 

importations  from  Califor- 
nia and  Australia,  and  the 
Bank  of  England,  1849-55, 
i.  383-4. 

and  bank  notes,  Lord  Stan- 


hope's Act  on,  1811,  i.  55-7. 
See  also  Bullion,  &c. 


Gold  Reserve,  ii.  432  et  seq. 

Goldsmiths,  the  London,  as 
money-changers,  i.  15-17;  as 
bankers,  i.  23-9;  their  notes, 
i.  24. 

account   of   them   from   a 

1676  pamphlet,  "The  mystery 
of  the  new-fashioned  Gold- 
smiths or  Bankers  discovered," 
i.  25,  26. 
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Goldsmiths,     (he     London,     Sir 

Josiah  ( Ihild  attacks  them  va 

liis'-  New  Discourse  of  Trade," 
i.  26,  27. 

their  hanks  after  the  e-l;i,- 

lilishnieni  of  the  Bank  of 
England,  i.  L07. 

Goscken,  Mr.  (afterwards  Vis- 
count), his  proposed  Legisla- 
tion against  Irish  and  Scotch 
hanks,  ii.  400-1. 

on    competition     among 

hankers,  ii.  456-7. 

his  speech  after  the  Baring- 
crisis,  ii.  430-6. 

Government,  the,  the  Bank  of 
England's  advances  to,  i.  367. 

deposit  account  with  the 

Bank  of  England,  i.  363-4. 

loans.  See  Merchants'  Corn- 


pan  ies,  Goldsmiths,  Charles  I. 
and  II.,  and  Bank  of  Eng- 
land. 

the  Gladstone,  1880,  on  the 


State  right  as  to  the  issue  of 

notes,  ii.  411-7. 
Government  drafts,  orders,  and 

bills,  i.  269-70. 
Government    stocks,     Bank    of 

England    first   advances    on, 

1822,  i.  62. 

as  bank    investments,   i. 

285-92,  366. 

See  also  Stocks,   ' '  Three- 

per-Cents.,"  &c.  &c. 
Grace,  days  of,  allowed  to  bills 

of  exchange,  i.  257. 
Greece,  ancient,   banking  in,  i. 

3-6. 
Guarantee  Fund  of  abank,  i.361. 

Baring    Bros.    &   Co.,   ii. 

427-8. 

Guarantee  Societies  as  sureties 
for  bank  clerks,  &c.,  ii.  7. 

Guinness,  A.,  evidence  on  small 
notes  in  Ireland,  ii.  258. 

<i  array,  Mr.  S.,  on  bills  of  ex- 
change as  bank  investments, 
i.  292-3. 


II. 

Handwriting,  for  hank  clerks, 

ii.  9-10. 
Hear;/  VIII., debasement  <>i  coin 

in  his  reign,  i.  16. 

Heuqh,  Hal  four,  and  Co.,  fail- 
ure, ii.  392. 

Hibernian  Hank,  the,  or  Hiber- 
nian Joint- Stock  Loan  Com- 
pany, i.  195. 

Hoares,  Messrs.,  Bank,  i.  108. 

Hodgson,  Mr.  Kirkman,  his  evi- 
dence on  the  failure  of  the 
Northumberland  and  Dur- 
ham Bank,  ii.  334-9. 

Holidays  in  banks,  ii.  8.  See 
also  Bank  holidays. 

and  Sundays,  bills  and  pro- 
missory notes  payable  on,  i. 
257. 

Holland,  early  banking  in,  i.  12. 

"  Honour,  for  the,"  bills  so  ac- 
cepted, i.  260. 

Houston,  J.  H.,  evidence  on 
small  notes  in  Ireland,  ii.  259. 

Hunt,  H.  H.,  evidence  on  small 
notes  in  Ireland,  ii.  261. 


India,  English  banks  for.     See 

Colonial  Banks. 
Indorsement  of  Bills,  i.  257-9; 

do.,   special    and  general,    i. 

257 ;  do. ,  forged,  i.  258.     See 

also  Bills. 
'•'•Information  Book,"  the,  and 

"information"    cards,    of   a 

bank,  i.  235. 
"Inspection  Book,"    the,   of   a 

bank,  i.  235. 
Institute  of  Bankers,  i.  259. 
Interest,    rates    of,   in    ancient 

Greece,  i.  5. 
high     legal    rate    in    the 

middle  ages,  i.  18-22. 
and  usury,  views  on,  in  the 

middle  ages,  i.  176;  Mosaic  laws 

concerning  the  same,  i.  177. 
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Interest,  the  exorbitant  rates 
of  the  Jews  and  Lombards  due 
to  the  prohibition  of  usury,  i. 
23. 

taking   of,   made  legal  in 

England,  1546,  i.  23. 

the  legal  rate,  i.  178. 

the    legal     rate    reduced 

through  the  first  issue  of  Bank 
of  England  notes,  i.  107. 

effects  of  banking  on   the 

rate  of,  Sir  Josiah  Child's 
view,  i.  179. 

Parliamentary  Committee 

on  the  rate  of,  i.  183-4. 

low  rate  of,  a  cause  of  pres- 
sure, i.  301. 

low  rate  of,    prior  to  the 

pressure  of  1847,  i.  330-4. 

rate  of,  given  by  bankers, 

i.  346 ;  by  London  and  Scotch 
banks,  i.  218,  315. 

the    "market    rate"    of, 

and  the  Bank  of  England,  i. 
370-1. 

rate  of,  Mr.  J.  W.  Gilbart's 

estimate  of  the  effects  of  the 
Bank  Act  upon  it  verified,  ii. 
299. 

See   also    Usury,    Money- 


lending,  &c. 

Investments,  Bank.     See  Ban]:. 

of  the  Bank  of  England,  i. 

365-6. 

Ireland,  Dank  of,  its  establish- 
ment under  21  and  22 Geo.  III. 
cap.  16,  and  history  under 
subsequent  Acts,  L782-1845, 
ii.  214-22. 

and  its  branches,  table  of 

the  circulation,  1834-9,  ii. 
243. 

its  remuneration  for  man- 
agement of  National  Debt,  ii. 
104-7. 

See  also  under  Irish  Hunks 

mill  Banking  in  Ireland. 

Ir</>i>i<l.  Provincial  /!<>nk  of, 
ii.  169,  223. 


Ireland,  Provincial  Bank  of, 
its  rise,  progress,  manage- 
ment, and  success,  as  told  in 
the  evidence  before  Parlia- 
ment of  its  secretary,  Mr.  Jas. 
Marshall,  ii.  228-41. 

its    constitution,    ii.    22S- 

231. 

its  officers,  how  selected, 

ii.  231-3. 

its  directors,  how  chosen, 

and  their  mode  of   business, 
ii.  233-8. 

the      inspection      of    its 


branches,  ii.  238. 
—   its    declarations    of   divi- 
dend, ii.  239. 

cause  of    its   success,    ii. 


240. 
Irish  Banks,   and  Banking  in 

Ireland,  ii.  214-71. 

charity  banks,  i.  199. 

returns  of  notes  and  coin 

required  by  statute,  i.  111. 

Act  of  1845,  its  provi- 
sions, ii.  214-7;  its  effects, 
ii.  262-7. 

attempted    legislation    of 

Mr.  Goschen  and  others 
against  the  Irish  and  Scotch 
banks,  ii.  400-1. 

the  currency  laws.  ii.  241- 


262. 


—  the  issue  of  notes,  ii.  104- 
167,  169. 

—  limitation  of  issue,  ii.  262. 
small    notes,     ii.      164-7, 


255-67;  evidence  and  report 
of  committee  of  1826  on  their 
circulation,  ii.  255-62. 

—  the  cash  credit  sys- 
tem wanted  in  Ireland,  ii. 
262-3. 

—  the  Joint-Stock  Bank  Acts. 


ii.  26."). 
—  the    Bank    of   Ireland,    the 

joint-stock,  and  private 
hanks,  table  of  circulation, 
L834-9,  ii.  243. 
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Irish  Hunks  and  Banking  in 
Ireland,  the  union  of  hanks, 
ii.  264. 

transfer  of  Btock  between 

England  and  [reland,  ii.  207. 
the  system  of  exchanges, 


or  cleanng,   with   the  rules, 
vVr..  ii.  268-71. 

the  effects  of  the  panic  of 


'57,  ii.  328. 

See  also  Ireland,  Bank  of 

Provincial    Bank    of,   Joint- 
stock  banks  of,  \kc. 

Iron  trade  failures  of  1875,  ii. 
358-60. 

Isle  of  Man,  bills  drawn  from, 
i.  264-5. 

Isle  of  Ma  n  Bank,  failure,  i.  415. 

Isle  of  Wight  Joint-Stock  Bank, 
failure,  i.  416. 

Issue,  Banks  of  See  Banks  of 
Issue,  &c. 

Italy,  banking  in.  See  Lorn- 
hardy,  Florence,  Venice,  &c. 

J. 

Jay  Cooke  and  Co.,  failure,  in 
America,  ii.  355. 

Jews,  banking  in  their  nation, 
i.  2,  3. 

of  Lombard y,  revive  bank- 
ing in  Italy,  i.  9;  as  money- 
lenders in  the  middle  ages,  i. 
19-23;  their  expulsion  from 
and  re-admission  into  Eng- 
land, i.  20;  inventors  of  bills 
of  exchange,  i.  161-2. 

Jobbers,  stock,  and  stock- 
brokers, the  difference  be- 
tween, i.  297. 

Joint-Stock  Banks,  history  from 
1822,  i.  118,428;  ii.  134-43. 

struggles  against  the  Bank 

of  England  monopoly  prior  to 
1844,  ii.  134. 

first  joint-stock  bank  es- 


tablished at  Lancaster  under 
the  Act  of  1826,  ii.  135. 


Joint-Stock      Hunks     {History), 

Mr.   Joplin's   discovery   that 

the  Bank  Charter  was  not 
prohibitive     of      joinl  -stock 

hanks  in  London  leads  to  the 
establishment  of  the  first 
London  joint-stock  bank,  the 
London  and  Westminster,  ii. 
135-6. 

"  enormous  difficulties  "  in 

the  establishment  of  the  Lon- 
don and  Westminster  Bank, 
ii.  134-6. 

the  various  disabilities  of 


joint-stock  banks  prior  to 
1858,  and  their  gradual  re- 
moval, ii.  136-42. 

over-speculation  in   joint- 


stock  banks  leads  to  the  Par- 
liamentary inquiries  of  1836- 
7,  and  1840-1,  i.  303-5;  ii. 
140-1. 

—  Sir  R.  Peel's  Joint-Stock 
Banking  Act,  1844;  its  fail- 
ure, and  repeal  in  1857,  ii. 
140. 

the  Joint-Stock   Banking 


Act,  1857,  its  principal  pro- 
visions, ii.  140. 

the  Act  of  1858,  applying 


limited  liability,  ii.  142. 
Joint-Stock  Banks    [Principles 

and  Practice),  i.  118-24. 
administration  of,  i.  389- 

435;  ii.  228-41. 

advantages  of,  over  private 


banks,  i.  389;  in  security,  i. 
119;  as  regards  "runs,"  i. 
120-2;  in  their  manage- 
ment, i.  122-3.  See  also 
Branch  banks  compared  with 
private  banks,  i.  125-30. 

their  constitution,  i.  389- 


414. 

—  capital  and  liabilities  of, 
proportion,  i.  389-91,  408, 
415. 

—  increasing  capital,  i.  392. 

—  calls,  i.  394. 
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Joint-Stock  Banks  {Principles 
and  Practice),  issue  of  new 
shares,  i.  394. 

recent  development  of,  ii. 

442-59. 

their  directors   and   man- 


agers,  qualities  desiderated  in 
them,  and  how  they  should 
work  together,  i.  395-404, 
415. 

—    branches    of,    and     then- 
supervision,  i.  405,  421-4. 
their  half-yearly  balance- 


sheets,  objections  to  them,  i. 
411. 

—  distributions  of  profits, 
dividends,  guarantee  fund, 
surplus  fund,  i.  413-4. 

failures  of,  an  inquiry  into 


their  causes,  i.  414-35. 

—  G.  M.  Bell's  Philosophy  of 
Joint-Stock  Banking  quoted, 
i.  398-403. 

—  and  speculation,  i.  415. 

—  management  of,  instance 
of  the  Provincial  Bank  of 
Ireland  as  an  example,  ii. 
228-41. 

—  note  issue  of,  and  the  Act 
of  1844,  ii.  155-6. 

amalgamations  of,  in  Eng- 


land and  Scotland,  ii.  176. 
-  Scotch,  ii.  171-213. 

country,  the  Act  of  1826 


under  which  they  were  first 
established,  ii.  134-5. 

and  private  banks  in  Ire- 
land, table  of  the  circulation 
of,  1834-9,  ii.  243. 

the    Acts     for    England, 

Scotland,  and  Ireland,  ii. 
265-6. 

Joint-Stock  Companies,  a  list 
of  the  great  number  started 
in  1824-5,  with  the  capital 
subscribed,  &c,  i.  62,  63; 
the  failures  that  ensued  and 
brought  about  the  panic  of 
1826;  J.  H.  Palmer,  Governor 


of  the  Bank  of  England,  on 
"  The  Panic  "  and  its  causes, 
i.  65. 

Joint-Stock  Discount  Co.,  fail- 
ure, ii.  308. 

Joplin,Mr.  Thos.,  ii.  228;  his 
discovery  that  the  Bank 
Charter  did  not  prohibit  joint - 
stock  banks  in  London  leads 
to  the  establishment  of  the 
first  London  joint-stock  bank, 
ii.  135. 


K. 

Kennedy,  Mr.,  on  the  "one 
bank  of  issue"  theory  and 
the  Banking  system  of  Scot- 
land, ii.  183-4. 

King,  Lord,  his  circular  to  his 
tenants,  which  led  to  the 
passing  of  Stanhope's  Act 
(which  see),  i.  56. 

"  Kites,''  or  accommodation 
bills,  i.  169-70. 


Lading,  Bills  of,  as  security,  i. 

250. 
Lancashire,  bills  circulated   as 

notes  there  prior  to  1826,  ii. 

146. 
Lancashire  and  Yorkshire  Bank, 

Savings'  Department  opened, 

i.  205. 
Lancaster,  joint-stock  bank  at, 

the  first  in  England,  ii.  135. 
Leeds  failures,  i.  416-7. 
Legislation,  banking.  See  Bank 

Act,  Joint-Stock  Act,  &c. 
Letter  of(  Credit,  altering  figures 

on,  i.  244. 
Lesley,  Alexander  and  Co.,  fail- 
ure of,  i.  419. 
Liability,  permissive,   of  some 

of  the  colonial  banks,  ii.  418- 

422. 
Liability  Acts.   See  LJinitcd. 
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Lidderdale  II'.,  ( lovernor  of  i he 
Bank  <»t'  England,  Ms  ac- 
t ion  in  tli(>  Baring  ( irisis,  ii. 

I'T  8. 

Lift  policies  as  security,  i. 
251  :  surrender  value  of,  i. 
25 1  -2. 

Limited  Liability,  effect  of  the 
Acts.  i.  1 22;  ii'.  307;  the  prin- 
ciple of,  ii.  141-2,  399  et 
seq.;  the  Act  of  1855,  apply- 
ing it  to  all  companies  excepl 
banks;  the  Act  of  1858,  ap- 
plying it  to  banks,  ii.  141- 
1 43 ;  the  flux  of  companies  on 
the  passing  of  the  Act  causes 
the  panic  of  1866,  ii.  307;  the 
Bank  of  England  and  other 
chartered  hanks  are  of 
"limited"  liability  through 
their  charters,  ii.  408-10; 
shareholders  and,  ii.  397 ;  cor- 
respondence on,  by  the  Scotch 
banks  and  the  Treasury,  ii. 
411-8. 

L  united  Liability.  See  also  Re- 
serve Liability. 

Liverpool,  speculation  in,  i. 
151-2;  and  Manchester,  the 
joint-stock  speculation  there 
which  led  to  the  panic  of 
1836,  i.  303-5. 

Liverpool  Banking  Co.,  failure 
of,  1847,  i.  325.  ' 

Liverpool  Borough  Bank,  fail- 
ure, ii.  303,  387 ;  disclosures, 
ii.  329-31. 

IAverpool,  Royal  Bank  of,  fail- 
ure, 1847,  i.  325. 

Liverpool,  Lord,  suggests  that 
the  Bank  of  England  should 
establish  branches,  1825,  i. 
69;  ii.  108. 

L.oan  Banks,  i.  194-200;  among 
the  Romans,  i.  8;  the  Bank 
of  England  and  the  Bank  of 
Scotland,  their  powers  as  loan 
banks,  i.  194-5;  the  Hi- 
bernian    Joint-Stock     Loan 


(  !ompan\  or  Hibernian  Bank, 
i.  195 ;  charity  banks,  mc-nt  s 
pietatis,  "  Lombard  "  ba  oks, 
&c.,  i.  197-8;  in  Ireland,  i. 
198. 

Loans  by  bankers;  short  loans 
and  "dead  loans,"  i.  245-6. 
(See  also  Dead  Loans,  &.<•.) 

foreign.    See  Foreign. 

government.  See  Govern- 
ment' . 

to  men  engaged  in  specula- 
tions, i.  418-26. 

See  also  Advances,  Borrow- 


ing, 6cq,. 

Locker,  A.,  on  the  causes  of  the 
panic  of  1857,  ii.  300-1. 

Lombard}/,  the  Jews  of,  revive 
banking  in  Italy,  i.  9. 

Lombards  and  Jews,  the,  as 
money-lenders  in  the  middle 
ages,  i.  19-23. 

"Lombards/  charity  banks  in 
Russia,  &c,  i.  198. 

London  Bankers.  See  Bankers, 
&c. 

London  and  County  Bank,  es- 
tablished, 1839,  ii'.  137. 

London  Joint-Stock  Bank,  es- 
tablishment of,  1836,  ii.  137. 

London  and  Westminster  Ban  J:, 
establishment,  1834;  diffi- 
culties therein  of  Mr.  J.  W. 
Gilbart  (the  manager)  and 
the  other  promoters,  their 
contentions  with  the  Bank  of 
England,  &c,  ii.  137-8,  407. 

"Long  annuity,  the,"  i.  366. 

Lost  and  stolen  bills  and  notes, 
i.  271-2;  ii.  145. 

Lottery,  the  "Three-per-cents." 
created  by  means  of  a,  i.  38. 

Loyd,  Mr.  Jones  (afterwards 
Lord  Overstone)  on  the  plan 
of  the  Bank  Act,  1844,  i. 
320. 

Lubbock,  Sir  John,  a  promoter 
of  the  Clearing-House  system, 
ii.  287. 
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Lumbers,  i.e.,  Lombards  or  loan 

banks,  i.  199-200. 
Lunnel,    W.   P.,    evidence    on 

small  notes  in  Ireland,  ii.  259. 

M. 

Macclonald  and  Co.,  failure, 
their  system  of  fictitious  bills, 
ii.  322,  333. 

MacLeod,  H.  D.,  quoted,  on  the 
rise  of  joint-stock  banking, 
ii.  134-43;  and  on  the  causes 
of  the  panic  of  1866,  ii.  307. 

Macpherson,  his  ' '  History  of 
Commerce,"  quoted,  i.  10. 

Mahony,  Pierce,  evidence  on 
small  notes  in  Ireland,  ii. 
256. 

Manager  of  a  Bank,  the,  Imposi- 
tion, efficiency,  and  salary,  i. 
427-30;  he  should  not  be  a 
public  character  otherwise,  i. 
402;  his  duties,  ii.  12-14. 

Managers  and  Directors  of 
banks,  qualities  they  should 
possess,  and  how  they  should 
work  together,  i.  395-404,  415; 
of  bank  branches,  i.  407-9. 
See  also  Clerks. 

Manchester,  failures  at,  i.  416-7; 
re-discounting  bill  failures  at, 
i.  244-5;  and  Liverpool  joint- 
stock  speculation  which  led 
to  the  panic  of  1836,  i.  303-5. 

Manchester,  Bank  of,  failure,  i. 
429,  431. 

Manchester  Branch  Bank  of 
England,  established,  1826, 
i.  68-70. 

Maneges,  early  Scotch  Savings 
banks,  i.  201  -2. 

Marshall,  Mr.  Jos.,  ii.  228;  on 
Government  stoclc  for  bank 
investments,  i.  2K<)<)<»;  on 
"runs"  on  joint-stock  banks, 
i.  290  ;  his  account  of  the  Pro- 
vincial Bank  of  Ireland,  ii. 
228  12. 


Masterman's  Bank,  Agra  and. 
See  Agra  and  Masterman's. 

Meath  Charitable  Loan  Society, 
i.  199. 

Medici,  Cosmo  di,  and  his  bank 
at  Florence,  i.  10. 

Merchants'  Companies  who  ad- 
vanced money:  the  Steel  - 
Yard  Company,  i.  23. 

Merging  of  private  banks  in 
joint-stock  banks,  1836,  i. 
415. 

Michaelis,  "On  the  Laws  of 
Moses,"  quoted,  on  the  law- 
fulness of  usury,  i.  18. 

'■'■Minimum'1''  rate  of  discount 
introduced,  1845,  i.  370. 

Minors  and  bills  of  exchange,  i. 
271. 

Mint,  The,  a  bank  prior  to  1640, 
i.  24;  Charles  I.  seizes  the 
merchants'  money  there,  i.  24 ; 
its  assay  and  that  of  the  Bank 
of  England,  ii.  111. 

Money,  the  term,  ii.  49;  the 
abundance  of,  a  cause  of  pres- 
sure, i.  301 ;  the  abundance 
of,  after  a  pressure,  i.  316 ; 
in  circulation  stimulates  pro- 
duction, i.  219 ;  when  "easy," 
i.  353  ;  ready,  in  the  infancy 
of  commerce;  bills  of  ex- 
change ditto,  i.  140;  trans- 
mission of,  i.  29;  borrowing, 
i.  23-29. 

Money -changing  and  usury,  an- 
cient, i.  2,  3;  early,  in  Eng- 
land, i.  13-17:  claimed  by 
Charles  I.  as  a  prerogative  of 
the  ( 'town,  i.  16. 

Money-lending,  i.  17-23. 

Monti-   di    1'iita    and    Mont    de 
Pietc,   the   charity   banks    of 
Italy  and  France,  i.  9,  197-8. 
See  also  Charity  Hanks. 

Monteagle,  Lord  (when  T.  S. 
Rice,  M.P.),  Ins  evidence  on 
small  notes  in  Ireland,  ii. 
260. 
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Mont* Jin, ;'s      CiaUnn  reial       l>n 

tionary,  quoted,  on  the  Bank 
of  \  enice,  i.  11. 

Monthly    returns  of   joint  stock 

banks,  ii.  433,  440. 

Mortgages,  Bank  of  England 
commenced  Lending monej  on. 
L824,  i.  62j  as  bank  imrst- 
nirlit-,  i.  366. 

Musn  ic  Laws,  the,  on  interest 
and  usury,  i.  18,  177. 

Murdoch's  Trusters  v.  the  Li- 
quidators <>f  the  City  of  Glas- 
gow  Bank,  ii.  370,  409.  See 
also  Glasgow,  City  of,  Bank. 

Murray,  1L,  on  the  proposition 
of  having  one  bank  of  issue 
for  Ireland,  ii.  261. 

N. 

Naples,  banco  dei  poveri  (bank 
of  the  poor)  at,  1540,  i.  198. 

National  Bank  of  Scotland,  i. 
291. 

National  Debt,  management  of, 
by  the  Bank  of  England,  i. 
44.  51,89,91,92,94;  ii.  112-3; 
National  Debt  Conversion 
Act,  1888,  i.  93.  See  also 
Government  and  Bank  of  Eng- 
land. 

National  Provincial  Bank,  ii. 
406. 

Navy-four-per-cent.  stock  be- 
comes the  "New-fours,"  i. 
61. 

N<  u--fve-per-cent.  stock,  i.  74. 

Neic-four-per-cent.  stock,  i.  61 ; 
becomes  "  New-three-and-a- 
half-per-cent.  stock,"  i.  73. 

Newcastle  failures,  i.  416-7,  419; 
ii.  334-9;  re-discounting  bill 
failures,  i.  244-7. 

Newcastle,  Union  Bank  of, 
failure,  1847,  i.  325. 

North  and  South  IV 'ales Banking 
Co.,  failure,  1847,  i.  325. 

Northcote,  Sir  li.,   his  Reserve 


Liability  A.c1  (1879),  with  the 
amendments  of  M  r.  Shaw  and 
others,  ii.  ::!•!»,  403. 

Northern  and  Certtral  Bank  of 
Manchester,  failure,  1836,  i. 
308-9,  Hii  et  sea. 

Northumberland  and  Durham 
District  Bank,  run  on  and 
failure  in  the  pressure  of 
1847,  i.  325,  331  ;  ii.  334-9. 

Norwich,  early  joint-stock  bank 
in,  ii.  135. 

Norwich  Branch  of  the  Bank  of 
England,  losses  of,  and  clos- 
ing, ii.  110. 

Notaries  Public,  ancient  and 
modern,  i.  172;  their  office 
and  fees  with  regard  to  bills 
of  exchange,  i.  172-6. 

Note  Department  of  a  bank,  its 
book-keeping,  ii.  43-4. 

Note  issue,  the,  and  Limited 
Liability,  correspondence  of 
the  Scotch  banks  with  the 
Government,  1880-1,  ii.  400- 
418. 

the  Gladstone  govern- 
ment's dictum  that  "the 
right  of  issuing  notes  apper- 
tains to,  and  should  be  con- 
trolled by,  the  State,"  ii. 
415-8. 

Notes,  Circulation  of,  ii,  460-9, 

See  Bank  Notes,  Promis- 

sory  Notes,  &c. 

Notes  of  hand,  i.  264. 

Noting  and  protesting  bills  of 
exchange,  form  of  protest, 
charges,  &c,  i.  172-6. 

"Nursing  an  account,"  i.e.,  a 
bad  banking  account,  and 
failures  through  the  practice, 
i.  252;  ii.  387. 

0. 

Office  of  a  bank,  administration 
of,  ii.  1-19.  See  also  Officers, 
Manager,  &c. 
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Officers,  selection  of,  plan  of  the 
Provincial  Bank  of  Ireland, 
ii.  231-2. 

Ohio  Land  and  Trust  Co. ,  fail- 
ure, ii.  302. 

Old  Change,  the  old  Royal  Ex- 
change there,  i.  16. 

Overend,  Gurney  and  Co.,  fail- 
ure of,  ii.  308-20. 

Overstone,  Lord.  See  Loyd,  Mr. 
Jones. 

P. 

Palmer,  J.  H.,  governor  of  the 
Bank  of  England,  on  "The 
Panic,"  1825,  and  its  causes,  i. 
65-7,  302 ;  on  the  plan  of  the 
Bank  Act,  1844,  i.  320. 

"Panic,  The,"  o/1825,  i.  64-70; 
ii.  146,  341.  See  also  Pressure. 

Panic  of  1836,  the,  ii.  146.  See 
also  Pressure. 

Panic  of  1847,  the-,  Messrs. 
Coleman  and  Ball's  evidence, 
and  opinion  as  to  its  causes, 
ii.  323-5.    See  also  Pressure. 

Panic,  of  1857,  the,  ii.  299-343; 
Mr.  A.  Locker  on  its  causes, 
ii.  300-1;  the  American  fail- 
ures of  the  Ohio  Land  Co. ,  &c. , 
which  led  to  it,  ii.  302-3;  fail- 
ures of  the  Borough  Bank  of 
Liverpool,  Dennistoun  and 
Co. ,  the  Western  Bank  of  Scot- 
land, the  Northumberland  and 
Durham  Bank,  and  Sanderson 
andCo.  ,ii.  304 etseq.;  second 
suspension  of  the  Hank  Act  of 
1S44,  ii.  303-6;  "The Times" 
on  the  suspension,  ii.  305;  dis- 
closures before  the  Parlia- 
mentary Committee  of  in- 
quiry, ii.  321-40;  Macdonald 
and  <  !o.'s  fid  it  ions  bills  and 
t  ho  Western  Bank  of  Scotland, 
ii.  :{-22, 333;  the  Borough  Bank 
Of  Liverpool,  ii.  303.  329-31, 
387;  tli"  Norl humberland  and 
Durham  Bank,  ii.  3::::  !>. 


Panic,  of  1866,  the,  ii.  299-343; 
Macleod  on  its  causes,  ii.  307; 
failures  of  the  Joint  Stock 
Discount  Co.,  Barned's Bank, 
and  Overend,  Gurney,  and 
Co.,  ii.  308;  third  suspension 
of  the  Bank  Act  of  1844,  ii. 
309;  Patterson  on  the  crisis, 
ii.  319-20;  failures  of  the  Bank 
of  London,  Consolidated 
Bank,  Agra  and  Masterman's, 
and  others,  ii.  320. 

the    American     Railway 

Panic  of  1874,  ii.  352-7. 

Panics,  the  recurrence  of.  ii. 
299,  343;  Mr.  Bonamy  Price 
on,  ii.  341-3;  speculation  the 
primary  cause  of,  ii.  321-43; 
those  of  1825,  1836,  and  1839 
and  the  countrv  banks,  ii. 
146-7. 

See  also  Pressure,  Crisis, 

and  "  Runs." 

Paris,  Mont  de  Pietc  at,  i.  198. 

Parliamentary  discussion  on  the 
establishment  of  the  Bank  of 
England,  i.  30. 

inquiry  into  the  privileges 

of  the  Bank  of  England,  1832, 
i.  74-76.  For  Parliamentary, 
see  also  Act,  Bank  Act,  &c. 

Par  of  exchange,  term,  i.  165. 

Partners,  maximum  number  in 
private  banks,  i.  389. 

Pass-book,  ii.  16.  27. 

Paterson,     W. .    founder    of    the 

Bank  of  England,  i.  30. 

Patterson's  "  Science  of  Fin- 
ance" on  the  panic  of  1866, 
ii.  319-20. 

I'n nl,  J!.,  his  evidence  on  the 
importance  of  small  notes  in 
Scotland,  ii.   1SI  ;,. 

Peel,  Sir  /'.,  his  Joint-Stock 
Banking  Act,  1844,  and  its 
failure  and  repeal,  1844-57, ii 
140;  his  examination  of  Mr. 
.1.  W.  Gilbaii  before  the 
Banks  of  Issue  ( lommittee  en 
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I  he     COUntry     circulation     of 

notes,  ii.  158-64. 

11  PeeVa  Act."  See  Bank  Act, 
1844. 

Perugia,  montedipieta  at,  1464, 
i.  L98. 

Phillips,  Mr,  J.  Spencer,  on 
hanking  competition,  ii.  457. 

Pwn,  J.  R.,  evidence  on  small 
notes  in  Ireland,  ii.  261. 

1'lrdgcs,  at  "Lombard"  or 
charity  banks  in  Russia,  i. 
198. 

Plymouth  Iron  Co.,  failure,  ii. 
359,  393. 

Pole,  Sir  Peter  and  Co.,  failure 
of,  in  "The  Panic,"  1825,  i. 
65,  66. 

"Pool,"  the,  operations  of,  in 
the  American  Railway  specu- 
lation of  1873-4,  ii.  353. 

Poor,  Bank  of  the  (banco  dei 
poveri)  at  Naples,  1540,  i.  198. 

Post  Bills  for  remittance,  i.  142. 

Post  Office  Savings  Banks.  See 
Savings  banks. 

Preliminary  Expenses  of  a  bank 
(in  bank  book-keeping),  ii. 
51. 

Pressure  in  the  money  market 
defined,  i.  301 ;  administra- 
tion of  a  bank  in  seasons 
of,  i.  301-16;  times  of,  im- 
portance then  of  attending 
to  the  published  returns  of 
the  Bank  of  England,  i.  316; 
abundance  of  money  after  a, 
and  what  to  do  with  it,  i. 
316. 

Pressure,  the,  o/1836,  i.  303-10. 
See  also  Panic. 

Pressure,  the,  of,  1839,  i.  307-9. 
See  also  Panic. 

Pressure,  0/1847,  the,  i.  322-58, 
375-83;  effects  of  the  Bank 
Act  during  it,  i.  322-58;  the 
House  of  Lords  Committee 
inquiry,  and  condemnation  of 
the    Act.   i.    323-4 ;    failures 


during     the    panic,    i.     325 ; 
speculations  and  corn   trade 

failures  which  led  to  it.  i.  .'52!). 

419.   See  also  Panic. 

Pressures,  recent,  1825,  1830, 
1839,  1S47,  1857,  1866,  1875, 
and  1878,  and  their  causes,  i. 
301-17.  See  also  Panic,  Crisis. 
and  "Runs." 

Price,  Mr.  Bonamy,  on  panic-, 
ii.  341-3. 

Prices,  effect  on,  by  an  increased 
issue  of  notes,  i.  153-60. 

Private  banks,  the  history  of  in 
England,  ii.  145-56;  compared 
with  public  hanks,  i.  10,  215; 
advantages  of  joint-stock 
banks  over  them,  i.  119-22, 
389 ;  compared  with  branches 
of  joint-stock  banks,  i.  405-10; 
do  they  encourage  speculation? 
i.  123,  415;  those  connected 
with  trading  concerns  liable 
to  speculation,  &c,  i.  123; 
deposit  accounts  at,  i.  135; 
their  merging  in  joint-stock 
banks,  1836,  i.  415. 

Private  banks,  London,  ii.  129- 
134;  Mr.  G.  Carr  Glyn's  evid- 
ence before  the  Bank  Com- 
mittee of  1832  on,  and  on  their 
investments,  ii.  130-3. 

Private  banks,  country,  ii.  144- 
171 ;  increase  of,  on  the  passing 
of  the  Bank  Restriction  Act. 
ii.  145;  accusations  against 
them  in  connection  with  the 
panics  of  1825,  1836,  and  1839, 
ii.  146-9;  effect  upon  them  of 
the  establishment  of  Bank  of 
England  branches,  ii.  147;  the 
Bank  of  Issue  Committee 
(1S40)  inquiry  into,  ii.  149; 
the  Bank  Act  of  1844  as  it 
affected  the  country  banks, 
ii.  151-6 ;  their  position  as 
banks  of  circulation,  the  limi- 
tation of  their  issue  of  notes, 
ii.    144-71 ;    stamp  duties  on 
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Priva te  banks — continued. 
country  notes,  ii.  145;  laws  of 
the  currency  with  reference  to 
them,  extract  from  Mr.  J.  W. 
Gilbart's  article  in  the 
"Foreign  and  Colonial  Re- 
view," ii.  156-8 ;  principles  of 
their  circulation,  Mr.  J.  W. 
Gilbart's  evidence  in  reply  to 
Sir  K.  Peel,  before  the  Banks 
of  Issue  Committee,  ii.  158- 
64. 

Profit  and  Loss  Account  of  a 
bank,  form  of,  ii.  55. 

Profits  of  a  bank,  distribution 
of,  of  joint-stock  banks,  i. 
414. 

Promissory  Note,  i.  264;  form  of 
a,  i.  264 ;  payable  on  Sunday 
or  any  holiday,  i.  257. 

Promissoiy  Notes,  change  in  the 
law  of,  1705,  i.  107;  stamps 
on,  i.  268-9.  See  also  Bank 
Notes. 

Proprietors'  Ledger,  The,  of  a 
joint-stock  bank,  ii.  57. 

Protesting  and  Noting  bills  of 
exchange,  i.  172-6,  260. 

Public  Funds.    See  Funds. 


Q. 

"  Questions  on  Banking  Prac- 
tice," published  by  the  Insti- 
tute of  Bankers,  i.  260. 

R. 

Railways,  speculation  and  panic 
in  America,  1873-4,  ii.  352-7. 

Raphael  mid  Co.  v.  Bank  of 
England,  case  as  to  stolen 
bank  notes,  i.  274. 

Rate  of  Exchange,  i.  164.  See 
;ilso  Hills  of  Exchange,  &c 

Ready  Money.    See  Money. 

'•  Reasonable  time"oi  presenta- 
tion of  clit'(|iics  and  notes,  i. 
275-6. 


Rebate  on  bills  paid  before  ma- 
turity, i.  263. 

Receipts  written  on  cheques,  i. 
271. 

Re-discounting  bills,  i.  161,  244, 
291-2,  293,  350.  See  also  Dis- 
count, Bills,  &c. 

Remittance,  banks  of,  i.  140-6. 

Remittance  business,  of  country 
banks,  i.  141;  of  branch  banks, 
i.  142;  of  circulation  banks,  i. 
142. 

Remittances,  Bank  of  England 
notes  and  post  bills  for,  i.  142; 
balance  of,  not  always  indica- 
tive of  the  balance  of  trade,  i. 
143. 

Reserve  or  "rest,"  of  a  bank,  i. 
361 ;  of  the  Bank  of  England, 
i.  361-2. 

Reserve  Liability,  and  the  Act 
embodying  it  (1879),  ii.  397 
ct  seq. ;  the  Act's  chief  clauses, 
ii.  404-5;  banks  adopting  and 
not  adopting  the  Act,  ii.  406- 
407;  results  of  its  adoption,  ii. 
407;  the  Bank  of  England, 
and  other  chartered  banks  not 
included  in  the  Act's  provi- 
sions, ii.  407;  correspondence 
on,  between  the  Scotch  banks 
and  the  Treasury,  1880-1881, 
ii.  408-17. 

Reserves  of  Gold.  See  Gold 
Reserves. 

"Rest,"  or  reserve  fund.  See 
Reserve. 

Restriction  Act.  See  Bank  of 
England. 

Ret  urns,  term  at  the  Clearing- 
House,  ii.  281. 

Revenue  and  National  Debt  ac- 
counts of  the  Government 
with  the  Bank  of  England,  ii. 
111-2.  See  also  Government, 
National  Debt,  &c. 

Ricardo,  Mr.  J.  L.,  his  com- 
parison of  the  Funds  and 
brokers'  bills  as  hank  invest 
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ments,  i.  206;  his  "  Principles 
ui"  Political  Economy," qnoied j 
on  the  moneyed  class  01  capi- 
talists, i.  L69-70 

A'/'v,  T.  S.,  M.P.  (Lord  Mont- 
eagle),  his  evidence  on  small 
notes  in  Ireland,  ii.  260. 

L'nitir,  early  banking  in,  i.  7; 
loan  banks  there,  i.  8;  the 
in  on  U  di  pietd  at,  1539,  i. 
198. 

Rose,  Rt.  Hon.  G.,  early  pro- 
moter of  savings  banks,  i. 
201. 

Roi/al  Bank  of  Scotland.  See 
Scotland. 

"  Runs"  on  bankers,  their  na- 
ture and  causes,  i.  120-2;  on 
joint-stock  banks,  Mr.  Jas. 
Marshall  on,  i.  290;  the  run 
on  the  London  bankers  in 
1667,  i.  27,  28;  on  the  Bank 
of  England  in  1745,  i.  42;  on 
the  Northumberland  and 
Durham  Bank  in  1847,  i. 
325.  For  "Runs"  see  also 
Panic,  Pressure,  and  Crisis. 

Russia,  "Lombard"  or  charity 
banks  in,  i.  198. 


Savings  Banks,  the  Acts  of 
1817,  i.  206. 

Post  Office,  establishment 

of,  1861,  on  the  plan  of  Mr. 
Sikes  of  the  Hnddersfield 
Banking  Co. ,  i.  205. 

table   of    deposits    in    the 

Post  Office  banks  1885-1905, 
i.  209-10. 

under  trustees,  table  of  de- 
posits, 1885-1905,  i.  211-2. 

their  deposit  account  with 

the  Bank  of  England,  i.  363. 

Savings  Department  of  Lanca- 
shire and  Yorkshire  Bank,  i. 
205. 

Scholfield  v.  Earl  of  Londes- 
borough,  i.  262. 

Scotch  Banks,  ii.  171,  219;  joint- 
stock  banks,  i.  118;  the  "char- 
tered "  banks,  i.  290-1;  laws 
of  Scotland  with  reference  to 
banking,  ii.  171-6;  returns  of 
notes  and  coin  required  by 
statute,  i.  111. 

Parliamentary    report    on 

their  note  issues  prior  to  1826, 
ii.  171-2. 

-  present   note  issue  of,   ii. 


S. 

Salaries,  of  bank  officials  and 
clerks,  i.  432-5;  ii.  7-9. 

Sanderson  and  Co.,  failure,  i. 
419;  ii.  303,  359,  361. 

Savings  Banks,  i.  201-13;  the 
] (resent  system  first  suggested 
by  lit.  Hon.  G.  Rose,  and  his 
Society  for  Bettering  the  Con- 
dition of  the  Poor,  1815,  i.  201; 
Mr.  Rose's  plan,  i.  201-5; 
parochial,  prior  to  1815,  i. 
201-2. 

Scotch,  prior  to  1815,  pro- 
moted by  Mr.  Duncan,  at 
Ruthwell,  &c,  i.  201-2;  pro- 
moted by  Mr.  Forbes  at  Edin- 
burgh, i.  202-4,  205. 

II.  K  K 


1 76  et  seq. 

—  differences  in  the  note  is- 
sues of  England  and  Scotland, 
i.  218;  ii.  176. 

—  their  system  of  branches ; 
competition  of  provincial 
banks  with  the  branches,  i. 
219;  ii.  179-80. 

—  the  laws  of  the  currency  in 
Scotland,  ii,  181-8;  import- 
ance of  the  circulation  of  small 
notes  in  Scotland,  ii.  164-7 ; 
evidence  of  Mr.  R.  Paul,  &c, 
ii.  184-8;  the  "one  bank  of 
issue  "  theory  and  the  Scotch 
system  of  banking,  ii.  184; 
controversy  of  the  chartered 
banks  with  the  Treasury,  on 
limited  liability,  and  the  note 
issue,  1880-1,  ii.  410-22. 
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Scotch  Banks,  their  operations 
as  to  cash  credits,  i.  189-90; 
ii.  188-97;  the  advantages  of 
the  system  as  shown  in  the 
evidence  before,  and  report 
of,  the  Parliamentary  Com- 
mittee of  1826,  ii.  188-97. 

their  deposit  system,  i.  135, 

207;  ii.  197-206. 

investments  by,  in  Govern- 


ment stock,  i.  290. 
—  their  system  of  exchanges, 
the  rules  of  the  clearing,  &c. , 
ii.  207-13. 

the  attempted    legislation 


adverse  to  Scotch  and  Irish 
banks,  by  Mr.  Goschen  (1875) 
and  others,  ii.  400-3. 

See  also  Scotland  and  Brit- 


ish Linen  Company. 

Scotch  Savings  Banks,  early, 
promoted  by  Mr.  Duncan  and 
Mr.  Forbes,  &c.,  and  called 
Maneges,  i.  201-2,  205.  See 
also  Savings  Banks. 

Scotland,  effects  of  its  banking 
Acts  compared  with  the  effects 
of  those  of  Ireland,  ii.  262-7; 
bank  notes  under  £5  there,  ii. 
173-5,  181-8. 

clearing  in,  ii.  207- 13. 

See  also  Scotch  Banks. 

Scotland,  the  Bank  of,  1695- 
1826,  ii.  173;  its  powers  as  a 
loan  bank,  i.  194-5;  and  other 
chartered  banks,  their  privi- 
leges, ii.  400  et  seq. 

Scotland,  the  Royal  Bank  of, 
1727-1826,  i.  290;  ii.  171. 

Scotland,  Western  Hank  of, 
failure,  ii.  322,  331-3. 

Securities  for  money,  land,  and 
trade  profits  as,  i.  7;  and  bul- 
lion in  the  Bank  of  England, 
i.  76,78,86;  "extraordinary," 
Mr.  Kirk  man  Hodgson  on 
those  of  the  Northumber- 
land and  Durham  Hank,  ii. 
334-9. 


Security,    the,    of    Joint-Stock 
banks     as     compared     with 
private  banks,  i.  119. 
"dead"    advances   on,    i. 

366,  414-9;  deeds  as,  i.  219; 

bills  of  lading  and  dock  war- 
rants as,  i.  250;  life  policies 

as,  i.  251. 
Selling  or   buying   stock    "for 

money"   and  "for   time,"  i. 

298-9. 
"  Sets"  of  foreign  bills,  i.  256, 

268. 
"Settling  days"  on  the  Stock 

Exchange,  i.  298. 
Shareholders    and      "  limited  " 

liability,  ii.  397-8. 
Shareholders'  Register,  the,  of  a 

joint-stock  bank,  ii.  57. 
Shaw,  Mr.  (M.P.  for  Cork  Co.) 

his    amendment    of     Sir    S. 

Northcote's  Reserve  Liability 

Bill,  ii.  403-4. 
Short  loans,  and  "dead  loans," 

i.  245-251. 
Signature  Book,  customers',  ii. 

"18. 
Sikes,   Mr.,   his   plan   for  Post 

Office  savings  banks  adopted, 

i.  205. 
Silver  coinage  of  England,  early, 

i.  13. 
Silver  dollars  and  3.s\  and  \s.  Qd. 

tokens  issued  bv  the  Bank  of 

England,  1803,  'i.  56. 
Silver   penny,   the    English,    i. 

13. 
Smith,  Adam,   his  '-Wealth  of 

Nations,"    quoted,    i.    12;    i. 

189-90. 
Smith,      Ft 'fining,      and      Co., 

failure,  and  relations  with  the 

City   of    Glasgow   Bank,   ii. 

366,  3S2,  388-9. 
Smyth,  J.  A.,  evidence  on  small 

notes  in  Ireland,  ii.  266-8. 
South  Sea  Bubble,  the  1720,  i. 

36-38;   Smollett's  account  of 

it,  i.  36,  37. 
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South  Sea  Company,  contract 
with  the  Bank  of  England,  i. 
37,  88. 

Sovereigns,  lirst  issue  of,  by  the 
Bank  of  England,  1821,  i. 
60. 

Spain,  earliest  banking  in,  i. 
11. 

Sparkes  and  ( '<>.,  afterwards  the 
Devon  and  Cornwall  Bank, 
probably  caused  the  closing 
of  the  Exeter  branch  of  the 
Dank  of  England,  ii.  110. 

Speculation,  nature  of,  i.  150-3. 

Speculation,  banks  of  circula- 
tion accused  of  encouraging 
it,  i.  150-3. 

country  notes  and,  i.  151. 

in  Liverpool,  i.  151-2. 

legitimate  banking  re- 
strictive of  it,  i.  152. 

a  cause  of  pressure,  i.  301, 

310;  ii.  350. 

preceding    "The    Panic," 

1825,  J.  H.  Palmer,  Governor 
of  the  Bank  of  England,  on, 
i.  65,  and  the  country  bankers' 
contrary  view,  i.  70. 

joint-stock    bank,    which 

led  to  the  panic  of  1836,  i. 
303-5. 

which  led  to  the  panic  of 

1S47,  i.  329. 

bank  customers   who    in- 


dulge in,  and  borrow  for,  it, 
i.  247-8,  418-20. 

Spiclmann  and  Co.  v.  Bank  of 
England,  case  as  to  stolen 
bank  notes  before  Lord  Camp- 
bell, i.  273-4. 

Stamp  Act,  1891,  i.  264-70. 

Stamp  duty  on  bills  of  ex- 
change, i.  268-9. 

on  country  notes,  ii.  145. 

Stanhope's  {Lord)  Act,  51  Geo. 
III.  c.  127,  i.  56,  57. 

State  control  of  the  note  issue, 
the  Gladstone  Government  on 
(1880),  ii.  415-7. 


Steel  Yard  Company,  the,  i. 
23. 

Stock  certificates,  Dank  of  Eng- 
land, ii.  112-3. 
Stock.  Government,  transfers  of 

between  England  and  Ireland, 
ii.  267. 

1  ■  Stocks,  the. "  See  "  the  Funds," 
Government  Stock,  &c. 

Stock-brokers,  their  oihee,  i. 
297-9;  and  stock-jobbers,  the 
difference  between,  i.  297. 

Stock  dealing.  See  Buying,  Sell- 
ing, Stock  -  brokers,  Stock- 
jobbers, &c. 

Stock  Exchange,  the,  member- 
ship, subscription,  &c. ,  i.  297; 
settling  days,  i.  300;  trans- 
actions as  they  concern  bank- 
ers, i.  296-9. 

Stolen  and  lost  bills  and  notes, 
bankers'  liability  for;  cases  of 
Spielmann  v.  the  Bank  of  Eng- 
land, Raphael  and  Co.,  &c. ; 
Serjeant  Byles  and  the 
"  Bankers'  Magazine  "  on  the 
question,  i.  272-4. 

Strong-room  accommodation  of 
banks,  for  deeds  and  other 
valuable  property,  i.  225. 

Stuckcy,  Mr.  V.,  his  views  on 
Government  stock  for  bank 
investments,  i.  289-290. 

Sundays  and  holidays,  bills  and 
promissory  notes  payable  on, 
i.  257. 

Surplus  fund,  bankers',  its  in- 
vestment, i.  285-300. 

of    joint-stock    banks,    i. 

414. 
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in  bank  book-keeping,  ii. 

See  also  Reserve. 

Suspension  of  the  Bank  Act. 
See  Bank  Act.  Bank  of  Eng- 
land, &c. 

Suspension  of  cash  payments  by 
the  Bank  of  England,  1797, 
i.  46. 
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Suspension  of  cash  payments. 
See  also  Panic,  "  Buns," 
Failure,  &c. 

Swan,  C lough,  and  Co.,  failure, 
ii.  396. 

Swansea,  Branch  Bank  of  Eng- 
land, established,  1826,  i.  68- 
70;  closed,  ii.  110. 


T. 

Taylor's  "Notes  on  Life," 
quoted,  i.  229;  his  "States- 
man" recommended,  i.  230, 
and  quoted,  i.  8,  9,  15,  16, 
230,  398. 

Terms,  Banking,  in  banking- 
book-keeping,  ii.  27. 

See  also  the  several  terms. 

Three  per  cent,  stock  created  by 
means  of  a  lottery,  1726,  i. 
38. 

"  Three  per  cent.  Reduced" 
stock  created,  i.  43. 

"  Three  and  a  half  per  cent. 
Reduced"  stock,  i.  62. 

"  Times,  The,"  on  the  suspen- 
sion of  the  Bank  Act,  ii.  308. 

Tokens  in  England,  i.  13. 

silver,  value  5<s.,  3.9.,  and 

1.9.  6d.,  issued  by  the  Bank  of 
England,  1803,  i.  56. 

Trade,  the  balance  of  remittances 
not  always  indicative  of  the 
balance  of  trade,  i.  143. 

profits  of,  deemed  the  best 

security  for  money  in  ancient 
Greece,  i.  7. 

Transfer  {of  Shares)  Register, 
the,  of  a  joint-stock  bank,  ii. 
57. 

Transmission  of  money  by  bank- 
ers, i.  29,  219. 

Tritton,  Mr.  J.  H.,  his  scheme 
for  an  increased  Reserve  of 
Gold,  ii.  439-40. 

Tweedy,  Williams,  and  Co., 
failure,  ii.  395. 


U. 


Union  Bank  of  London,  es- 
tablishment of,  1839,  ii. 
137. 

Usury  and  money  -  changing, 
early,  i.  3;  and  rates  of  in- 
terest in  ancient  Athens,  i. 
5 ;  stigmatized  unwarrant- 
ably, i.  17,  21 ;  prohibited, 
i.  19-23;  application  of  the 
term  modified  after  1546,  i. 
23.  See  also  Money-lending, 
&c. 

Usury  Laws  repealed,  i.  78, 
184. 

V. 

Vagliano  Bros.  v.  Bank  of  Eng- 
land, i.  258. 

Vansittart,  Mr.,  his  resolutions 
in  opposition  to  the  Bullion 
Committee's  Report,  1810,  i. 
55. 

Vaughan,  R.  W.,  the  first  per- 
son hanged  for  forging  bank 
notes,  i.  43. 

Venice,  Bank  of,  estab.  1157,  i. 
10,  11. 

Vivian,  Grylls,  and  Co. ,  failure, 
ii.  396. 

W. 

"  Walks,"  the  bank  tellers',  ii. 
37. 

"  Waterston's  Commercial  Dic- 
tionary," quoted,  on  opera- 
tions connected  with  foreign 
bills  of  exchange,  i.  282. 

West  of  England  Bank  failure, 
1878,  i.  253;  ii.  393. 

Western  Bank  of  Scotland, 
failure,  disclosures,  ii.  322, 
331-3. 

"  Westminster  Review,"  1841, 
article  by  Mr.  J.  W.  Gilbart, 
quoted,  i.  .*>n>. 
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Will  in  in     III. i     statue    of    as  •*  Window-dressing,"  ii.  433-4 

"founder"  in  the    Bank  of 

England,  i.  39-41.  V. 

Willis,      PercwcU,     and     Co.,  Young,     Borthwick    and    Co., 

failure,  ii.  365.  failure,  ii.  361. 
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